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The coming of a real illuminant was one of the 
notable events of history. After two centuries 
of hesitation, man decided to lengthen his day 
through the use of gaslight. By 1853, when the 
United States Trust Company was chartered, 
more than twenty American cities had welcomed 
“the golden flame that turned night into day.” 


But greater magic was in store. About twenty- 
five years later, Thomas A. Edison announced an 
incandescent electric lamp. He had succeeded in 
subdividing the electric light, producing lamps of 
varying wattages. This was a tremendous achieve- 
ment and led to Edison’s later discovery of the basic 
principle of the vacuum tube which made radio and 
TV possible. A new force had emerged that 

would send gas lighting into oblivion. 
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Soon electricity flowing from the dynamo was to 
power an American industrial revolution. In 1850 
each American worker had one-fifth of one mechanical 
horsepower at his command for productive use. In 
1950, this had grown to ten horsepower—a fifty-fold 
increase per worker, provided largely by the electric 
light and power industry. This industry, considered 
highly speculative in its formative period, has become 
one of the most widely accepted investments, especially 
by investors acting in a fiduciary capacity such as 

the United States Trust Company. 


Selection of electric light and power securities for 
investment in 1953 calls for more than examination 

of balance sheets and income accounts. It requires exact 
knowledge of the territory served by each utility 
company, of the abilities of its management, of its public 
relations. The need calls for many minds working 
together to protect invested wealth. 


If you would learn how trusts, estates and investment 
funds are administered today—you are cordially invited 
to visit us during our 100th Anniversary Year. 


United States Crust Company 
of New York 


CHARTERED 1853 


45 Wall Street, New York 
HAnover 2-4600 


Member of Federal Deposit Insurance Corporation 
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Cover Picture . . . National City Bank of 
New York Choral Society singing Christmas 
music at the head office. All over the land 
groups from banks and trust companies 
present Christmas concerts for hospitals and 
other institutions as well as for bank per- 
sonnel and the public. In some cases the 
girls dress dolls for charitable Christmas 
gifts —- at Chase National Bank, for exam- 
ple, this was done in the costumes of differ- 
ent countries. Lobbies are decorated in the 
Christmas spirit, sometimes including special 
miniature displays prepared months ahead 
of time by bank workers. Last year at First 
Bank & Trust Co., Perth Amboy, N. J., 
Jane Gallagher wrote an “Ode to a Christ- 
mas Bonus” which was published in the 
bank’s Annual Report. Many a home enjoys 
a “Merry Christmas” because of the fore- 
sight of a testator and the fidelity of a 
fiduciary. 
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Bar Committee Chairmen 
Appointed 


Dean Russell D. Niles, chairman of the 
Section of Real Property, Probate and 
Trust Law of the American Bar Asso- 
ciation, has announced appointment of 
the following chairmen of Committees 
for 1953-4: 


Extension of Section Activities: Rush 
H. Limbaugh, Cape Girardeau, Mo. 


Rules Against Perpetuities: Charles 


Looker, New York 


U. S. Supreme Court Rule to Govern 
Condemnation Cases: Harold L. Reeve, 
Chicago 


Acceptable Titles to Real Property: 
Ray L. Potter, Detroit 


Acceptable Titles to Real Property: 
Ray L. Potter, Detroit 


Current Literature Relating to Real | 
Property Law: William F. Fratcher, 
Columbia, Mo. 


Improvement of Conveyancing and Re- 
cording Practices: Melvin B. Ogden, Los 
Angeles. 


Planning and Developing Metropolitan 
Communities: John A. Amerman, New- 
ark, N.. J. 


Significant Decisions on Real Proper- 
ty Law: D. W. Ogilbee, Casper, Wyom- 
ing 


State and Federal Legislation Affect- 
ing Real Property: David E. Horn, St. 
Louis 


Fees and Commissions in Probate Pro- 
ceedings: James A. Dixon, Miami 


Improvement of Judicial Control of 
Guardianship Proceedings: Maxine Vir- 
tue, Ypsilanti, Mich. 


Improvement of Probate Procedure: 
Edward B. Winn, Dallas 


Simplification of Security Transfers by 
Fiduciaries: A. F. Conard, Urbana, III. 


Accountability of Trustees of Charita- 
ble Trusts: James O. Wynn, New York 


Changing Concepts of Trust Invest- 
ments: Robert Neill, Jr., St. Louis 


Pension and Profit-Sharing Trusts: 
Gordon T. Wallis, New York 


Significant Trust and Probate De- 
cisions: Harold C. Jesse, New York 


State and Federal Taxation: A. R. 
Kimbrough, Los Angeles 


Draftsmanship: Wills and Trusts: 
William J. Bowe, Nashville 


State Legislation Affecting Trusts and 
Estates: P. Philip Lacovara, New York 


Trust and Probate Literature: Austin 
W. Scott, Jr., Bouler, Colo. 
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New England Trust Conference 
Holds 20th Annual Session 


The twentieth annual New England 
Trust Conference met on December 4 
at the Parker House in Boston for a 
day of stimulating addresses and the 
renewal of old acquaintances. After 
opening remarks by William W. Wol- 
bach, president of the Corporate Fidu- 
ciaries Association of Boston and vice 
president of Boston Safe Deposit & 
Trust Co., the conference devoted a 
three hour period to addresses and dis- 
cussions: “Successful Trust Develop- 
ment Programs” by Earl R. Hudson, 
president, Kennedy-Sinclaire, _ Inc.; 
“Current Trends Affecting Investors” by 
Dr. Edwin B. George, economist of Dun 
& Bradstreet, Inc.; and “Handling 
Property of Minors” by Jay B. Ange- 
vine, attorney of Hutchins & Wheeler. 
The dinner speaker was Walter Raleigh, 
executive vice president of the New 
England Council. 


In the only talk available at press 
time, Mr. Hudson discussed the need 
fer building a new business program on 
an analysis of the probate market in- 
volved. A study of the probate market 
indicates the size of market, type of 
business available and gives an indica- 
tion of the type of advertising appeals 
that would be most effective. Mr. Hud- 
son also outlined the successful elements 
of an advertising program regardless of 
whether it be designed to sell trust new 
business or any service or product. 
These elements were then applied to a 
program designed for a Trust Depart- 
ment. 
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Estate Planning Contest 
Sponsored by Bank 


To stimulate interest in the legal as- 
pects of estate planning, City National 
Bank & Trust Company, Kansas City, 
Mo., has offered prizes totaling $150 
annually to students at the University 
of Missouri School of Law. 


First and second prizes of $50 and 
$25 will be awarded each semester for 
the best will or trust in a drafting 
course required of all senior law stu- 
dents. Charles G. Young, Jr., vice presi- 
dent and trust officer of City National, 
explained that future prizes will go to 
top students in an estate planning 
course, soon to be introduced in the 
School of Law, and will be awarded 


under the direction of the dean. 
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Common Trust Fund Limitation 
Interpreted by Federal Reserve 


The Board of Governors of the Fed- 
eral Reserve System has given a new 
interpretation, on request, to the re- 
quirement that participations in a com- 
mon trust fund shall not aggregate, for 
any one trust, an amount exceeding 
10% of the value of the Common Trust 
Fund at the time of investment, or the 
sum of $100,000, whichever is less. It 
is the Board’s view that under the pres- 
ent language of the regulation the addi- 
tional amount which a trust may invest 
in a common trust fund is determined 
by the dollar amount which the trust 
actually invested in the participations 
which it now holds, rather than by the 
present market value of such participa- 
tions. 


This interpretation supersedes the one 
published in the 1938 Federal Reserve 
Bulletin, p. 762 which was to the oppo- 
site effect, but was based on a provision 
of the regulation which was revised in 
1945. 
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A.B.A. Mid-Winter Trust 
Conference Dates Set 


The 35th Mid-Winter Trust Confer- 
ence of the American Bankers Associa- 
tion will be held February 8, 9, 10, 
1954, at The Waldorf-Astoria in New 
York. Theme will be the outlook for 
the trust business under economic 
changes on the domestic and interna- 
tional scenes. 


i 
Directory of 
INSTITUTIONAL 
INVESTORS 


of the 
UNITED STATES and CANADA 


Cover of 1954 Directory of Institutional In- 
vestors, just off the press. Listing the assets, 
trust personnel and investment officers of 
over 4,000 institutional investors, this unique 
compilation will prove valuable for contact 
and correspondence purposes. Copies (at 
$10; lower for multiple copies) are avail- 
able through Trusts anp EsTArEs. 








Trust Council Activities 
Around the Nation 


November meetings of Life Insurance 
and Trust and Estate Planning Councils 
were reported to T.&E. as follows: 


Los Angeles — 27th: Edward J. 
Mintz, C.L.U. with the New York Life 
in Salinas, Cal., discussed business in- 
surance, the subject of a new book 
authored by him. 


Albany, Ga. — 9th: Brownlee Har- 
vey, associate chief of the Appellate Di- 
vision, Internal Revenue Service, was 
the principal speaker at the Fall meet- 
ing. He spoke on estate and gift taxes, 
with particular reference to the marital 
deduction and its pitfalls. 


Des Moines — 7th: The Estate Plan- 
ning Council joined with bar, insurance, 
accounting and fiduciary groups in 
sponsoring an all-day forum on estate 
planning. Included were talks on roles 
of these respective fields in estate plan- 
ning. The afternoon was devoted to 
a play “From Here to Security,” based 
on the “S. Simon Selfmade” characters 
created by Paul B. Sargent, Boston 
attorney, and first published in the July 
1952 issue of TRusTs AND Estates. (Re- 
quests to use these characters may be 
addressed to the magazine or Mr. Sar- 
gent at 75 Federal Street.) The play was 
followed by a panel discussion on ques- 
tions raised by it. 


Detroit — 17th: Problems in connec- 
tion with the business insurance trust 
were discussed by Charles B. McCaffrey, 
head of the Advanced Underwriting 
Division of Northwestern Mutual Life. 


Chattanooga — 18th: A frank analy- 
sis of the estate planning team and the 
criticisms of its respective components 
was presented by Dwight W. Hostetter, 
trust officer, Central Trust Co., Cincin- 
nati, who followed this with suggestions 
for eliminating them. He also com- 
mented on the success which his insti- 
tution has had with the estate analysis 
approach in the solicitation of new busi- 
ness, 


El Paso — 17th: The “Post-Mortem 
of S. Simon Selfmade” (see Des Moines 
item above) was presented by a cast 
composed of Council members. 


Milwaukee — 23rd: Charles E. Prieve, 
local attorney, discussed “Adapting In- 
terests in Close Corporations to Estate 
Planning Objectives.” 
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EDITORIAL... 


Waar’s Your I. Q. (INVESTMENT QUEST)? 


DIVIDEND POLICY AND EQUITY SELECTIVITY 


HOSE WHO REMEMBER THE REASSURING AND OPTIMISTIC 
pent and prognostications of many financial “ex- 
perts” of the late ’20s, are inclined to view rather dubiously 
current optimistic economic predictions. The barrage of 
such statements makes one think of the Shakespearean quo- 
tation “Methinks thou dost protest too much,” and wonder 
if their frequency arises from a concern they would like 
to talk themselves out of. 


None but the blind or uninitiated would pretend that we 
can escape either some readjustment and tightening of the 
belt — or continued weakening of the dollar — but to com- 
pare the prospects with conditions obtaining in the early 
30s is to reckon without the many basic changes and 
protections that have taken effect since. 


One of the best of these protections is the Psychological 
one, our cautious attitude and tendency to discount, at least 
in financial markets, the effects of greater governmental 
economy and efficiency and lessened buying power, due to 
reduction in overtime hours and smaller payrolls. The Polit- 


ical factor has become a dominant one in financial consid- © 


erations, for it is recognized as suicidal for any Administra- 
tion to allow a severe deflation or unemployment. 


The Practical fact is that some companies and industries 
have done or will do far better than others and even keep 
on an even keel while less skillfully skippered ships founder 
in any adverse gale. Many have built very sizeable backlogs 
from retained earnings and dividends and interest costs 
have been covered with a substantial margin. It is at this 
point that the dividend record of a company becomes a key 
consideration, particularly to trustees of funds not subject 
to forced liquidation or nearby distribution. 


The tabulation of net dividend payments and retained 
net income of all active United States corporations from 
1909 to date, as published in the November Letter of the 
National City Bank of New York, shows wide variations 
through the years, on the average, from payments of 86% 
of net earnings in 1914 and 81% in 1927 to the deficit 
period of 1931-3, and a 40-49% range for the past five 
years. But even in the worst years, a large number of indi- 
vidual companies were able to and did maintain fairly 
stable dividends, especially considering the purchasing 
power of the dollar, which is at such times a most important 
consideration to those dependent on invested income. 


There should be a wide field to choose from at present, 
since even in the aggregate, corporations have retained 
more than half their earnings during each of the last thir- 
teen years (except 1945 when the ratio was 45%). 


No one can forecast the market or be immune from its 
vagaries and general pressure, but the trustees who can 
maintain for beneficiaries a fairly stable and above-average 
income position will tread the rosier path. 
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Where liquidation or distribution of a trust is contem- 
plated in a short time, a quite conservative policy of liquid- 
ity seems in order, and where the question is indeterminable 
a balance weighted to that side appears the safer. But for 
the long-term account, a chicken-hearted attitude toward 
equities as a class could lead not only to considerable loss 
of income but also to much ill-will. The problem here is 
primarily one of selectivity. Even in the depths of the 
depression certain well-situated operating utility companies, 
oils, chemicals and suppliers of foods continued the same 
or slightly lower dividends. However, within the same indus- 
try, company variations in earnings and dividends were 
very wide. 


As many of our most successful business leaders and able 
economists have pointed out, there are many forces work- 
ing for greater productivity, with the record of stock in- 
vestment as well as annual increment of production show- 
ing a constant long-term rise over the past hundred years. 
Not the least of these is the fact that politics and business 
as well as labor will give greater ‘effort when the standard 
of living is in jeopardy, and shaking the froth off the “super- 
prosperity” and over-competitive employment markets 
should have a healthy effect. 


That professional trustees generally are not “selling 
America short” is evidenced by a review of the holdings 
and changes in the portfolios of discretionary Common 
Trust Funds. The equity portion of the portfolios of the 36 
Funds so far reported this year (having comparable data 
from 1952) is the same as last year, or 44%. The only 
shift of consequence by type of security was a five per cent 
increase in corporate bonds at the expense of governments. 
The number of common stock issues declined in 20 of the 
portfolios, while increases were reported in 13 (six showed 
no change in number of issues). Simultaneously, within the 
year, the number of preferred issues was expanded in 21 
Funds and decreased in 12 (three held the same number), 
but these variations were moderate, with only thirteen 
showing as much as ten per cent increases and seven more 
than ten per cent decreases in number of such issues. For 
common stocks, only six of the twenty reported as much 
as ten per cent fewer company listings, and only three of 
the thirteen showing additional company issues accounted 
for a more than ten per cent difference. 


As Funds grew larger there were, however, some notice- 
able trends in industry preference in purchases during the 
year. Public utilities were most favored for stock investment, 
with 18 of the 36 reporting increases in this category, with 
“Financial” (Banks, Insurance and Finance companies) 
being the next in popularity, followed by electrical equip- 
ment and foods. The only industries in which substantially 
more sales than purchases of stock issues were reported were 
chemicals and oils. (Continued on next page) 
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A number of corporations have had 
a vacillating or faint-hearted policy, 
cutting down dividends at the first sign 
of a decline in earnings. Others have a 
record of consistency that has provided 
marked stability of income to investors, 
recognizing that one of the principal 
reasons for conservative declarations in 
highly prosperous times was to provide 
a cushion for use in “poorer” periods. 
Those with a feast-or-famine record of 
stockholder distributions have always 
been avoided by professional trustees. 
but companies with variations of any 
substantial ratio or frequency should 
come under especially critical review 
today. 
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Management Views Fiscal 
Questions 


More than 700 corporation financial 
executives attended the Annual Finance 
Conference of the American Manage- 
ment Association in New York City Ne- 
vember 18-20 to hear discussions of 
such essential policy and decision-mak- 
ing topics as taxes, money rates, capital 
expenditures, budget and salary projec- 
tions and financial planning and control 
systems. 


Representative Richard M. Simpson 
(R., Pa.) of the House Ways and Means 
Committee reported that there are still 
so many variables in the tax outlook 
that a clear picture at this time is im- 
possible. He was emphatic, however, in 
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A display of bank records dating back to 1803 highlighted the 150th anniversary party on 
December 2 of the Newport (R. I.) National Bank. Native Augustus J. Martin, guest of 


stating that fiscal needs would prevent 
elimination of double taxation on corpo- 
ration earnings, although some credit, 
perhaps 5-10 with a top limit of 
$2,000, might be written into the new 
tax bill. Another ray of hope is the 
possibility that the capital gains tax 
may be reduced since it appears to be 
a hindrance to business expansion. 


Aubrey G. Lanston, president of the 
Government and municipal bond firm 
of the same name, expressed himself as 
lacking a definite opinion at this time 
upon the course of money rates over 
the coming six months, because of the 
large budget deficit facing the Treasury. 
Business trends will determine money 
movements, said Mr. Lanston, with an 
upturn in activity bringing higher rates, 
a downturn the reverse and a continua- 
tion of the current rolling adjustment 
holding rates stable. He _ estimated 
Treasury cash needs for 1954 at $17- 
$19 billion and also ventured the opin- 
ion that Federal Reserve authorities 
were following a policy designed to 
provide an amount of additional reserve 
credit of around 3% per annum to 
mesh with the normal increase of pop- 
ulation and business productivity. Mr. 
Lanston also suggested means whereby 
some borrowing under the Mills Plan 
might be avoided through prepayment 
at a discount of partial tax liabilities. 
The deficit road, he warned, can not be 
followed forever and, by implication, a 
more conservative fiscal approach is 
imperative for the country’s welfare. 





honor and vice president of the United States Trust Co., New York, and President Cornelius 
C. Moore of the host bank look at an old bank-note plate held by Cashier Jeremiah 
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The attainment of a reasonable bal- 
ance between taxes upon earning and 
spending seems to have been achieved 
in Canada, according to the Canadian 
Minister of Finance, Hon. Douglas C. 
Abbott, which has resulted in a balanced 
budget. Imposition of an 8% sales tax 
at the manufacturing level and special 
excise taxes on certain less essential 
items have acted as a brake upon infla- 
tion and also contribute about 21% of 
total revenue. A progressive personal in. 
come tax produces about 30% of the 
income and a like amount is derived 
from corporation income taxes. There 
are no excess profits or capital gains 
levies in Canada and small businesses 
are favored by lower tax rates of 20% 
upon profits under $20,000. 


Double taxation has been, in effect, 
completely removed for nearly 75% of 
the corporate taxpayers, said Mr. Ab- 
bott, through a provision which grants 
a tax credit to individuals of 20% of 
dividend receipts from Canadian taxpay- 
ing corporations. Liberalized deprecia- 
tion policies have also been used as in- 
centives and complete freedom from 
control over dividend policy permits 
corporations to build up capital from 
retained earnings. Mr. Abbott likewise 
outlined some of the measures encour- 
aging exploitation and development of 
natural resource projects, all geared to 
the needs of Canada’s expanding econ- 
omy. 
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N. Y. Community Trust 
Marks 30 Years Administration 


The New York Community Trust, 
marking 30 years’ administration of the 
first fund it received, last month trans- 
mitted to the continuing beneficiary of 
the original gift — New York Public 
School No. 9 — a “special dividend” 
in the form of the complete furnishing 
of a “common room” for teachers. The 
Community Trust now administers 100 


funds worth over $20,000.000. 
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Guaranty Named Trustee for 
Record AT&T Issue 


Guaranty Trust Co. of New York has 
been named trustee under the American 
Telephone & Telegraph Co. indenture 
dated Dec. 10, 1953, calling for the is- 
suance of $602,543,700 principal amount 
of 12-year 3%% convertible debentures 
due Dec. 10, 1905. This is the largest 


single corporate offering of securities 
ever made in the United States. 
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PREPARING THE Estate TAX RETURN 


STEP BY STEP THROUGH THE SCHEDULES 


HE PREPARATION OF THE FEDERAL 

Estate Tax Return is the keystone 
of the proceeding for the-determina- 
tion of the amount of estate tax a 
decedent’s estate must pay. Although 
it is complex a task, the importance of 
correctness and accurary cannot be 
overestimated. 


The estate tax proceeding begins 
with the filing of the Preliminary No- 
tice (Form 704) by the executor, 
which is required in the case of every 
citizen or resident whose gross estate 
is more than $60,000. This one-page 
form merely advises the collector of 
the existence of the estate. Precision 
in valuation of all the classes of 
items includible in the decedent’s 
gross estate is not essential; it is 
sufficient if the executor includes 
approximate values. The time for 
filing Form 704 is either within two 
months after the decedent’s death 
or two months after the executor 
qualifies. 


The actual Federal Estate Tax 
Return (Form 706) is not due until 
15 months after the death of the 
decedent. But before the task of 
completing the Form is even attempt- 
ed, the executor and the attorney 
first must tackle the chore of 
assembling all possible information 
about the decedent’s assets and lia- 
bilities. 


Evidence of Assets 


The investigation might best be 
commenced by an examination of the 
will, which would supply consider- 
able information about the dece- 
dent’s property of which he was 
aware. Although all available files 
and records of the decedent should 
be examined, few people keep such 
complete records that the entire ex- 
tent of their holdings could be as- 
certained by a perusal of them. A 
valuable aid as to the decedent’s fi- 
nancial status would be copies of 
recent income tax returns. The in- 
formation included therein generally 
indicates the character of the estate. 


For example, an examination of in- 
come from securities would reflect 
his holdings in that regard. A check 
with the broker would bring this in- 
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SAMUEL L. ZEIGEN 





Mr. Zeigen, who 
was admitted to the 
New York Bar in 
1926, received the 
Chartered Life Un- 
derwriter designation 
in 1934. Since 1944 
he has been general 
agent in New York 
City for Provident 
Mutual Life Insur- 
ance Co. In wide demand as author and 
speaker, he is associate editor of “Query” 
(a C.L.U. publication) and executive vice 
president of the New York Chapter, C.L.U. 





formation up to date, since recent 
sales and purchases could be taken 
into account. If the decedent in- 
cluded savings bank interest as in- 
come on his income tax return, in- 
formation could be gained as to bank 
accounts of which the executor might 
not be immediately aware. The same 
might be true in the case of income 
from real estate. Very often, the de- 
ductions which the decedent took will 
indicate the existence of certain 
property; e.g. interest on mortgages. 


The executor and attorney should 
not stop at this point. Conferences 
should be held with all members of 
the decedent’s family, his business 
associates, and any others who might 
have information on the decedent’s 
financial affairs. In the course of 
searching for the decedent’s assets, 
the executor and attorney should 
remember that assets may be sub- 
ject to tax even though the decedent 
did not own them at his death — 
e.g., certain inter vivos transfers. 


Valuation 


Once the executor has obtained 
possession of the assets, his next job 
is to ascertain their value which, in 
many instances, will entail the ser- 
vices of expert appraisers. The closer 
to the date of death the appraisals 
are made the more valuable they will 
be. If within the year following the 
decedent’s death the aggregate value 
of the gross estate shrinks, the ex- 
ecutor may elect to value the estate 
as of one year after death, but only 
if the return is filed within 15 


months after the decedent’s death or 
within the period of any extension 
granted under the regulations. 


Election of the optional valuation 
date may be made in an amended 
return if filed within the 15 month 
period. It should be noted that if a 
change in the aggregate value of the 
estate occurs because of a “mere 
lapse of time,” this wil! be of no 
effect. For example, the fair market 
value of patents, life estates and 
remainders will change automatic- 
ally with the passage of time. The 
optional valuation method is inap- 
plicable in such situations. 


It is generally advisable not to file 
Form 706 until a short time before 
it is due, not only because of the 
optional valuation election, but also 
because additional property and de- 
ductions may be discovered. Rather 
than risk the annoyance of filing an 
amended return in order to account 
for new matter, it is wiser to wait 
until all possible information is re- 
ceived and utilized. 


The estate tax is payable 15 
months after the death of the dece- 
dent, but if the Commissioner is 
satisfied that an undue hardship 
would result if the tax were paid 
immediately the time may be ex- 
tended up to ten years from the 
original due date, with interest at 
4 per cent beginning three months 
after the due date. The executor is 
liable personally for any unpaid tax 
if he pays any debt of the decedent 
or effects any distribution before he 
has paid the full amount of the es- 
tate tax. The executor is relieved 
from personal liability only upon 
payment of the tax which the Com- 
missioner notifies him as due. 


Filling out an Estate Tax Return 
requires more than complete inform- 
ation as to the decedent’s financial 
status and a typewriter. Obviously, 
it requires a thorough knowledge of 
the income tax and gift tax, as well 
as the estate tax. And second, it re- 
quires preparation with a view to 
ward obtaining the most favorable 
tax results for the estate without iD 
any sense attempting anything not 
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specifically permissible. In other 
words, it is an attitude of mind. The 
estate should neither pay a tax which 
is too high nor too low. It should pay 
the correct tax. Errors and omissions 
will only lead to litigation, costing 
more than what might be saved in 
taxes, and always resulting in delay 
in the final closing of the estate. 
Further, the attorney and executor 
will find a much easier path in hand- 
ling later estate tax proceedings, in- 
volving other estates, if they ap- 
proach their contacts with the Bu- 
reau in a cooperative manner. In 
handling any tax matter with the 
Bureau, an attorney’s reputation for 
fairness is his best asset. 


First Schedules 


The first few sheets of Form 706 
include General Questions. Great 
care should be taken in answering 
them. For example, consider the 
seemingly routine question “Cause 
of death and length of last illness.” 
If the decedent effected any trans- 
fers by gift within three years of his 
death, the estate may encounter a 
gift in contemplation of death prob- 
lem. Whether the value of the trans- 
ferred item is to be included in the 
gross estate comes down to the ques- 
tion whether the decedent was influ- 
enced by motives associated with 
death or with life when he made the 
gift. A great deal of trouble may be 
avoided by having the attending 
physician’s report on file when a 
discussion with a Revenue Agent is 
in the offing. It should be remem- 
bered that in any question of this 
nature, or of valuation, the burden 
is on the estate to prove that the 
government’s contention is inaccur- 
ate. 


Under Schedule A must be listed 
all items of real estate owned by the 
decedent at their fair market values. 
As soon as possible after the death 
of the decedent, the executor should 
secure the services of an independ- 
ent appraiser, preferably one of 
recognized reputation. The proba- 
bility that the Revenue Agent will 
accept the appraised value depends 
almost entirely on the standing of 
the appraiser, as evidenced in prior 
dealings with the Bureau and the 
particular Agent. 


Stocks and bonds come under 
Schedule B. In the case of listed 
stocks and bonds the mean between 
the highest and lowest selling prices 
on the valuation date is the fair mar- 
ket value. If there is no listing for 
that date, then the means on the 
nearest date before and after the 
valuation date should be taken, the 
difference between such mean prices 
prorated to the valuation date, and 
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by adding or subtracting (as the 
case may be) such prorated portion 
of the difference to or from the mean 
price obtained on such valuation 
date, the fair market value would be 
computed. See example in Reg. 105, 
Sec. 81.10(c). 

The complicated aspects of stocks 
and bonds valuation are apparent 
where the decedent dies holding 
large blocks of listed securities or 
closely held stock. The Regulations 
recognize that the amount which 
would be received from the sale of 
a relatively large block of securities 
sold on an exchange within a short 
period of time is likely to be lower 
than if less stock were sold. If the 
executor claims a lesser valuation 
under the “blockage” rule, he will 
require affidavits of expert financial 
witnesses to this effect. Recognition 
of blockage valuation by the Treas- 
ury and recognition of application 
to a particular case are often two 
different things. 


Closely Held Stock 


A major problem may arise where 
the bulk of the decedent’s estate 
consists of stock in a closely held 
corporation. The Regulations pro- 
vide that consideration should be 
given to the company’s net worth, 
earning power, dividend-paying ca- 
pacity, and other relevant factors. 
The wisest procedure for an execu- 
tor is to secure an appraisal of value 
from an experienced investment 
banker accustomed to dealing in se- 
curities as an underwriter. 

Where the stock is subject at 
the time of death to a sale agree- 
ment, or is subject to an option to 


purchase at a specific price, such price 
will be recognized as the fair market 
value. Wilson v. Bowers, 57 F. (2d) 
682. This, even though the motive in 
entering into such an agreement was 
tax avoidance, so long as the con- 
tract itself was a valid arm’s length 
agreement. Lomb v. Sudgen, 82 
F (2d) 166. However, there must have 
existed a restriction on sale during 
the decedent’s lifetime, or else the 
agreement will be considered testa- 
mentary in character in view of the 
fact that the optionee’s rights became 
effective only by reason of the stock- 
holder’s death. James H. Matthews 
Estate, 3 T.C. 525. If the sale is re- 
stricted during lifetime the transfer 
will not be deemed as one taking effect 
at death, and only the agreed price 
will be includible in the gross estate 
rather than the full value of the stock. 
May v. McGowan, 194 F. (2d) 396, 
aff’g 97 F. Supp. 326. The test in 
determination of the validity of a 
stock purchase agreement in fixing 
stock value for estate tax purposes 
comes down to the reasonableness and 
fairness of the price at the time it 
was fixed. Comm. v. Bensel, 100 
F (2d) 639. 

Schedule C, calling for mortgages, 
notes and cash of the decedent, pres- 
ents no special difficulties. 


Life Insurance 


Schedule D, insurance, is one that 
is likely to cause much trouble. If in- 
surance is payable to the estate, it 
is all includible. The problems arise 
where insurance is payable to other 
beneficiaries. Did the decedent possess 
any “incidents of ownership” of the 
policy at the time of death, exercisable 
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either alone or in conjunction with 
any person? If so, the proceeds are 
includible in the gross estate. “Inci- 
dents of ownership” refer to the gen- 
eral economic benefits of the policy, 
other than the right to collect the 
proceeds. 

Even if the decedent retained no 
incidents of ownership, the proceeds 
may still be includible if the decedent 
paid the premiums on the policy 
directly or indirectly. In view of this, 
if the decedent transferred funds to 
his wife in order to purchase a policy 
on his life, and she does so, the premi- 
ums will be deemed to have been paid 
indirectly by the decedent even though 
they are not directly traceable to the 
precise funds transferred by the de- 
cedent. Albert D. Saunders Estate, 
14 TC 534. 


If the decedent paid only part of 
the premiums, that proportion of the 
proceeds attributable to the premiums 
he paid will be includible in the gross 
estate. But the premium payment test 
will not apply where the insured 
transferred the policy other than by 
gift and relinquished all incidents of 
ownership. Further, premiums paid 
by the decedent prior to January 10, 
1941 will not be charged to him if he 
had divested himself of all incidents 
of ownership as of that date. 


Under Schedule E, all jointly owned 
property is taxable in the decedent’s 
estate except that portion which origi- 
nally belonged to the surviving ten- 
ant and was never acquired from the 
decedent for less than full considera- 
tion. Proving contribution by the sur- 
vivor is usually enormously difficult, 
for the simple reason that few joint 
tenants, who are generally relatives, 
keep any records on this matter. In 
any event, the executor and the at- 
torney should conduct as exhaustive 


an investigation as possible. Any im- 
portant facts should be submitted to 
the Revenue Agent in affidavit form. 
The Treasury appreciates the usual 
difficulties inherent in such a case and 
customarily attempts to be as fair as 
possible. This is one striking example 
where the confidence which the Reve- 
nue Agent has in the customary fair 
dealing of the attorney and executor 
serves to advantage. Cancelled checks 
need not be produced. The testimony 
of the surviving tenant is proper evi- 
dence. 


Business Assets 


Schedule F calls for a listing of 
“Other Miscellaneous Property.” In- 
cluded herein would be debts due the 
decedent, claims, royalties. pensions, 
household goods and personal effects, 
and so on. But hardly being limited 
to odds and ends, Schedule F may be 
the single most important one for 
many people, since it calls for in- 
clusion of interests in a sole proprie- 
torship or partnership. 


If the business is liquidated, the 
Treasury will generally accept the 
liquidation value; if it is sold, the 
value will be the sale price, even 
though lower than the valuation set 
forth in the return. First National 
Bank of Richmond, 19 BTA 288. The 
fair market value of the decedent’s 
partnership interest, to be included 
in the gross estate, may be represent- 
ed by the amount received by the 
estate from the surviving partners in 
liquidation of the partnership assets. 
The estate, however, will be required 
to report its share of profits or losses 
during liquidation. 


If the partnership agreement pro- 
vides that the estate or a legatee of 
the decedent is to receive a portion 
of partnership earnings after death, 








The panel at the Eleventh Estate Planners Forum of the Solomon Huber Associates, 


general agency of The Mutual Benefit Life Insurance Company in New York City. From 

left to right: David Stock, tax authority, lawyer and author; Solomon Huber, agency 

head; Samuel N. Ain, noted actuary and James C. Wriggins, attorney for Mutual Benefit. 

Held at the Hotel Roosevelt on November 25th the Forum, whose subject was “Pension 

and Profit Sharing Plans for the Moderate Size Business,” attracted 275 accountants, 
attorneys and trustmen. 
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it must be determined whether the 
payments represent a share of part- 
nership income as such, or whether 
they are payments to purchase the 
decedent’s interest. In the former 
instance, the estate would be taxed 
on the income. U. S. v. Bull, 295 US 
247; Charles F. Coates, 7 TC 125. It 
is probable that the value of such post 
death payments would be includible 
as an asset in the decedent’s gross 
estate. Bull, supra, McClennen »v. 
Comm., 131 F. (2d) 165, affirming 
George R. Nutter Estate, 46 BTA 35. 
Where the estate is entitled to a 
share of partnership income in the 
form of a purchase price, only the 
surviving partners would be taxed on 
the income. Hill v. Comm., 38 F (2d) 
165, cert. den., 281 US 761; Pope »v. 
Comm., 39 F (2d)420. The estate’s 
right to such payments would be in- 
cludible for estate tax purposes in the 
decedent’s estate. Nutter, supra. 


Where the partnership agreement 
grants an option to the surviving 
partners to purchase the decedent’s 
interest for a lump sum payable out- 
right or in installments and the op- 
tion is exercised, the value of the 
decedent’s interest for estate tax pur- 
poses would be the amount of the 
purchase price. Where such an ar- 
rangement is funded by life insur- 
ance, payable to the surviving part- 
ners, who in turn purchase the dece- 
dent’s interest with such proceeds, 
only the business interest should be 
included in the gross estate. But if 
the insurance is payable to the dece- 
dent’s estate or to a named benefici- 
ary in consideration for the relin- 
quishment of the decedent’s interest 
to the survivors, the insurance pro- 
ceeds rather than the business inter- 
est are includible in the gross estate. 


A major problem of valuation where 
a sole proprietorship or a partnership 
is to be continued after the decedent’s 
death or in testing the binding effect 
of a buy-and-sell agreement price on 
the Bureau, is the inclusion of good 
will. If this factor is omitted, the 
Commissioner will not be bound by 
the price set in the agreement. Estate 
of Trammell, 18 TC 662. The Bureau 
has long employed a rather arbitrary 
formula in valuing good will: The 
average earnings for the five preced- 
ing years are reduced by 8% of the 
average tangible assets, and the dif- 
ference is capitalized at 15% (i.e. 
multiplied by 6%). In a number of 
cases, however, good wi!l has _ been 
found at a substantially lower figure 
than that computed under the forn- 
ula. John Q. Shunk, 10 TC 293, aff'd. 
173 F (2d) 747; Straus Estate, TC 
Memo, CCH 16,963; Bluestein Estate, 
15 TC 770. In some cases the courts 
have refused to recognize any good 
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will value where it was shown that 
the value of the business, other than 
its tangible assets, was due to the 
personal ability of the decedent. In 
addition, if an agreement provides 
that the value of good will has not 
been included in computation of the 
purchase price because it has been 
decided to pass such interest to the 
surviving partners rather than th 
heirs, good will valuation may be ex 
cluded. Reg. 105, Sec. 81.10(d); Ee 
tate of Koffie, 44 BTA 842. 


Transfers and Powers 


If the decedent made transfers of 
property during the years immedi- 
ately preceding his death, Schedule 
G, Transfers during Decedent’s Life, 
may be most important. Whether or 
not the executor believes such trans- 
fers taxable, he must report all trans- 
fers of $5,000 or more. Transfers 
which must be included in the gross 
estate are those made in contempla- 
tion of death, those intended to take 
effect in possession or enjoyment at 
or after the decedent’s death, and re- 
vocable transfers. In all cases where 
the decedent made transfers by writ- 
ten instrument, copies must be filed 
with the return, one of which should 
be certified as a public record. If the 
executor believes the transfer is not 
subject to estate tax he must file a 
statement of the pertinent facts. This 
is important, since it will afford the 
executor an opportunity to plead his 
case, if necessary. 

If a general power of appointment 
was held by the decedent, the subject 
property will be returnable under 
Schedule H. Under the present defini- 
tion of a taxable power, it is one 
which the decedent could exercise in 
favor of himself, his estate, his cred- 
itors, or the creditors of his estate. 
The most vexing problems arise in the 
case of “hidden” powers — i.e., those 
that are not express, but which arise 
from construction of an existing in- 
strument under local law. Consequent- 
ly, all wills, decrees of distribution 
and trust instruments must be care- 
fully examined in this connection. 


Schedule I provides for a deduction 
for property includible in the gross 
estate which was received by the de- 
cedent from a prior decedent, who 
died within five years prior to the 
present decedent’s death, and which 
was subjected to either estate or gift 
tax when held by the prior decedent. 
The utility of the deduction for prop- 
erty previously taxed has been greatly 
diminished by the elimination of its 
use in the case of property received 
from a prior decedent spouse whether 
or not such property received a mari- 
tal deduction. 


Schedule J provides for the deduc- 
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tion of funeral and administration 
expenses, depending on the reason- 
ableness of such expenses under local 
law and practice. 


Schedule K permits deduction of 
the debts of the decedent. Schedule L 
grants a further deduction for mort- 
gages and liens, and net losses during 
administration. These require exten- 
sive investigation on the part of the 
executor. Losses refer to those aris- 
ing because of fire, storm, theft, etc., 
to the extent such losses are not com- 
pensated for by insurance. Full par- 
ticulars must be included. 


The Marital Deduction 


Schedule M is the Marital Deduc- 
tion section. It is now common knowl- 
edge that a surviving spouse may re- 
ceive up to 50% of a decedent’s ad- 
justed gross estate without the imposi- 
tion of estate tax thereon, so long 
as the surviving spouse receives an 
“interest in property” which meets 
the requirements of I.R.C., Sec. 812 
(e) and Reg. 105, Sec. 81.47a. Gen- 
erally if the interest passing to the 
surviving spouse is of such a nature 
that it will be subject to tax in the 
spouse’s estate on her death, the de- 
duction will be allowable. 


One important point for the execu- 
tor to bear in mind is this: in de- 
termining the value of any interest 
in property passing to the surviving 
spouse, the effect of any estate or in- 
heritance taxes upon the net value 
received by the surviving spouse must 
be taken into account. In view of this, 
since the adjusted gross estate is not 
reduced by the estate tax, a bequest 
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to the surviving spouse of one-half 
of the adjusted gross estate will not 
result in the maximum marital de- 
duction unless by the terms of the 
will, or an applicable tax apportion- 
ment statute, such bequest is specific- 
ally relieved from bearing any part 
of the estate tax. This point should 
also be kept in mind by attorneys 
when drafting a maximum marital 
deduction tax formula clause. Not 
only will the estate not receive the 
maximum deduction, but the computa- 
tion of the deduction is greatly com- 
plicated: the amount of the deduc- 
tion is unknown until the tax is 
known, and the tax amount is un- 
known until the deduction is known. 
An application of “Greeley’s Form- 
ula” is necessary. 


Charitable Bequests 


Schedule N provides for a deduc- 
tion for charitable gifts and bequests. 
In taking the deduction, the executor 
should inquire into the charitable 
organization’s exempt status, the 
limitations of local law as to permis- 
sible percentage of the estate which 
may be so bequeathed, and if a re- 
mainder interest is bequeathed, the 
amount of the deduction allowable. 
Problems arise principally where the 
remainder interest is contingent or, 
if vested, the amount which will 
eventually go to charity is uncertain. 
The test seems to be whether the in- 
terest bequeathed can be valued. Thus, 
if the contingency imposed is so un- 
certain that it is virtually impossible 
to compute the value, the deduction 


(Continued on page 905) 
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22ND Mip-CONTINENT TRUST CONFERENCE 


ESTATE PLANNING, INVESTMENT CHANGES AND TAXES 


HE PROVERBIAL PROBLEMS OF TAXES 
5 me investments took the center of 
the stage at the’ 22nd Mid-Continent 
Trust Conference in Chicago on Novem- 
ber 5-6, with the largest audience in 
the conference’s history — 627 dele- 
gates from 104 cities in 24 states and 
the District of Columbia. In the absence 
of American Bankers Association execu- 
tive manager Merle Selecman, due to 
illness, Thomas H. Beacom, vice presi- 
dent of First National Bank of Chicago 
and president of the local Corporate Fi- 
duciaries Association, presided in the 
most gracious and entertaining tradi- 
tion at both the opening session and 
luncheon. 


The Chicago banks set a new high in 
hospitality which brought hundreds of 
the delegates together for the spirited 
discussions which always follow the 
formal speeches, and the main regret 
again was that there could not have 
been more commercial bankers present 
to get a better picture of the ramifica- 
tions of trusteeship. Especially impres- 
sive was the evidence of the trust offi- 
cers’ role in economic and corporate 
investment fields. 


Referring to the similarity of inter- 
ests in all the states represented at the 
Conference, Mr. Beacom cited the 
adoption — as in Illinois this year — of 
reciprocal laws governing rights of fi- 
duciaries in other states, as an example 
of a practical and American way of 
meeting the needs of testators for free- 
dom of choice to match the modern mo- 
bility of person and assets. 


The Estate Planning Team 


The estate planning job can be com- 
pared to a football game, Trust Division 
President N. Baxter Maddox told the 
conference. The pigskin is the prospect’s 
plan for his family in the event of his 
death. He kicks off by telling his plan 
to one or another of the four backs, 
who are the trust officer, attorney, life 
underwriter and accountant. The 7-man 
line is made up of the assets of the 
estate: life insurance, real estate, per- 
sonal effects, business interests, cash, 
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HOLD SPOTLIGHT 


securities and miscellaneous assets. 
There is a one platoon system and the 
rules, regulations and tax laws must be 
obeyed with regard to substitutions, etc. 


The problem is to advance the ball 
(estate plan) down the field of life, 
which is marked off in years instead of 
yards, and to do so without penalty, 
fumbling, or stepping out of bounds. 
When the touchdown is made, the extra 
conversion point also is wanted, which 
is satisfied customers and beneficiaries, 
with the possibility of keeping the same 
property in an agency or living trust, 
or receiving the will of the beneficiary. 

Mr. Maddox then cited the results of 
his scouting of other teams, which took 
the form of questionnaires and letters 
to trustmen, life underwriters, lawyers 
and accountants, and the emphasis 
throughout was to study cooperation be- 
tween trustmen and these other back- 
field members. 

Answers to questions asked “leading 
trustmen in every state” were compiled 
in the following summary: 
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An estate team type of ad mentioned by 

President Maddox, which appeared in ihe 

November Georgia Bar Association Journal 

illustrative of how a direct approach to one 

member of the “team” can bring in the 
others. 


1. Do you permit life underwriters 
to use your directors room, conference 
room and library? Yes, 83%. 


2. Do you or your associates be- 
long to or attend meetings of the life 
underwriters association? Yes, 69% 


3. Will your trust officers make a 
joint call with life underwriters? Yes, 
96%. 

4. Do you have life underwriters 
on your mailing list? Yes, 91%. 


5. What do you think of the life 
insurance and trust (or estate plan- 
ning) council movement? Excellent, 
86%; not familiar with it, 14%. 


6. Have you actual cases of help- 
ing life underwriters to close busi- 
ness? Yes, 90%. 


7. Is the relationship between life 
underwriters and trustmen entirely 
satisfactory in your city? Entirely, 
76%; satisfactory, 14%; very little 
cooperation, 10%. 


8. Do you advertise life insurance 
and life underwriters in newspapers, 
etc.? Yes, 52% by direct mail? Yes, 
73%. 

In regard to cooperation with attor- 
neys, Mr. Maddox, who is vice president 
and trust officer of The First National 
Bank of Atlanta, cited the work of the 
National Conference Group (representa- 
tives from American Bar Association 
and from the Trust Division of the 
American Bankers Association) — in 
avoiding controversies and misunder- 
standings, and the expansion of bank 
advertising of the attorney’s part in 
estate planning. In addition, he said, 
most of his correspondents make it clear 
that the bank’s practice is to employ 
the attorney who drew the will or trust. 
and with new cases to bring in the attor- 
ney as soon as they have worked out 
preliminary plans. Many banks send 
letters and literature to attorneys parl- 
ticularly in regard to new laws affect- 
ing estate problems and taxation. They 
also send forms and specimen wills and 
trust agreements, join local Bar Asso- 
ciations, invite attorneys to luncheons 
and pay special attention to law school 
graduates and new members of the Bar. 
They answer promptly inquiries from 
lawyers, invite them to participate in 
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forums and panels, and seek their co- 
operation in estate planning councils. 
Many banks regularly distribute syndi- 
cated mailing pieces, and some the Trust 
Bulletin or Trusts AND Estates. Banks 
are making known to lawyers their prac- 
tice of offering customers a list of attor- 
neys to choose from rather than funnel- 
ing business to the bank’s attorneys only. 
Some have radio and television pro- 
grams with sequence and continuity 
handled by members of the Bar, and 
taken from actual cases. A few give 
unusually nice presents at Christmas. 


Cooperation with the last and newest 
member of the backfield, the accountant 
or tax consultant, develops through the 
handling or valuation of business inter- 
ests, partnership agreements and stock 
purchase plans, Mr. Maddox said, and 
chief executives often consult them con- 
cerning retirement plans, key man pro- 
tection, and stock or bond issues of 
which the bank may be named trustee. 
Many banks reported that they did the 
same cooperative work with accountants 
that they did with attorneys, but “not 
quite on such a large scale.” Councils 
have asked accountants to appear on 
their programs, and in some cases they 
are included in the membership. 


“If we follow the rules of the game 
and continue this cooperative move- 
ment,” the speaker concluded, “we will 
do a better job, our business will pros- 
per, and victory will be ours.” 


President Calls for Economic 
Leadership 


Referring to the new Administration 
in Washington as “probably the great- 
est group of sincere and practically ex- 
perienced men ever gathered in the 
Federal government,” Everett D. Reese, 
president of the A.B.A., cautioned 
against impatience by a public condi- 
tioned for years to government help and 
subsidy. Citing the news headlines made 
by “squawkers” and others who thought 
that fiscal stability could be achieved 
without personal sacrifice, Mr. Reese 
gave -a forthright demonstration of 
straight thinking and sound leadership 
that generated unusual applause and 
thoughtful comment. 


We now have a real opportunity — 
and a duty, he said, to inform the 
public of the basic economics of na- 
tional as well as private solvency and 
progress. But if we are to have an “hon- 
est dollar,” bankers and trustees must 
join other financially literate leaders in 


speaking up against the insidious, and 
intoxicating inflationary pressures. As 
president of a moderate sized bank — 
the Park National in Newark, Ohio, Mr. 
Reese brought a much needed grass- 
roots approach to what are too often 
made overwhelming and _ stratospheric 
national problems. As Jim Farley once 
remarked, when asked the reason for 
his remarkable success in political prog- 
nostication and results, “I found out 
early that the votes are in the wards.” 
Mr. Reese is performing a fine service 
to our country in pointing out the ele- 
mental need for public leadership, at 
the local level, in the economics of daily 
living and industry. 


He further pointed to the lack of 
trained personnel in the rising echelons 
of banking as a threatening gap that 
must be bridged by better publicity and 
in-line salaries. Students in high schools 
and colleges, he said, do not hear or 
see enough about bank or trust work, 
advantages and opportunities, though 
more banks are realigning their bank 
tours to emphasize the human as well 
as financial elements and are providing 
speakers in the classroom or special 
assemblies. Citing the high incomes of 
graduates who went into banking, as 
compared to other work, he remarked 
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the greater opportunity for advance- 
ment that has resulted from lesser com- 
petition in the field. Complimenting the 
work of the A.I.B. and G.S.B. schools, 
he stated that one per cent of all bank 
employees were already graduates of 
the latter. Referring particularly to trust 
departments, Mr. Reese urged that bank 
management give cooperation to mak- 
ing trust business more profitable lest 
the standard of service decline as com- 
mercial bank earnings stabilize or over- 
head mounts. 


Roger D. Branigan, of the Lafayette 
(Ind.) law firm of Stuart, Devol, Bran- 
igan & Ricks, treated a highly appre- 
ciative audience to a running fire of 
anecdotes that pointed up his theme 
that, in as confused a world as the 
present stage of transition presents, the 
Law must necessarily reflect its cross 
currents. We have watched two genera- 
tions of war which, he said, explains 
the falling apart of family and political 
discipline. 


Lack of Fee Schedules Hampers 
Smaller Trust Departments 


Lack of an adopted, adequate fee 
schedule is hampering the growth of 
many smaller trust departments, Orville 
Bucher, assistant cashier and trust offi- 
cer, Farmers State Bank, Valparaiso, 
Indiana, told the conference. The ques- 
tion of establishing a uniform fee sched- 
ule for smaller banks has frequently 
been raised and the need for a minimum 
charge that would place small trust and 
agency accounts on a profitable — or 
at least a break-even — basis is obvious. 
There is a similar need for the estab- 
lishment of compensation for unusual 
services, 


Profitable operation of a trust de- 
partment, however, can be achieved 
only if costs of operation are determined. 
It was his observation, the speaker said, 
that cost accounting, especially in 
smaller banking institutions, is “strangely 
elusive” or enshrouded in mystery and 
skepticism. As a result, many of these 
banks have permitted their trust depart- 
ments to operate continuously at a loss. 


The speaker stated that he had per- 
sonally surveyed a group of midwest 
banks with deposits of $25 million or 
less and trust assets ranging from $100.,- 
000 to $2.5 million. Two thirds of those 
surveyed replied, and not one had cost 
figures available. Many reported hav- 
ing no specific fee schedule. Yet with- 
out cost information, he pointed out, 
policies may be adopted which accentu- 
ate existing weaknesses. 
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man Thomas H. Beacom, at opening session of Mid-Continent Trust Conference. 


To operate a trust department as a 
‘necessary evil’ is not justifiable from 
the standpoint of servicing customers, 
nor is it fair to the trustmen who labor 
under such handicaps, Mr. Bucher said. 
A trust department in any banking in- 
stitution adds prestige and goodwill to 
the organization, and it is highly es- 
sential that it also shares in the profit- 
able earnings of the institution. 


The efficient application of sound cost 
analysis in trust departments, regard- 
less of size, will provide a safe and 
intelligent basis for establishing fees, 
and with a full knowledge of accurate 
costs, steps can safely be taken toward 
the goal of profitable operation. 


The need for cost facts and modern- 
ized fee schedules is acute, the speaker 
said, if trust earnings are to be profit- 
able and dependable sources of income 
in the years that lie ahead. 


Agricultural Situation 


Barring full-scale war, a steady de- 
cline in farm land and product prices 
must be anticipated, stated Robert R. 
Hudelson, dean of the College of Agri- 
culture and director of Agricultural Ex- 
periment Station of the University of 
lilinois. This would not be too bad if 
the price of cost items were to decline 
proportionally but labor costs in equip- 
ment and supplies are likely to decline 
less rapidly than farm prices, hence, 
the greatest operating efficiency is 
needed. Major reliance upon price sup- 
ports and production controls to bolster 
farm prosperity and high land values 
will probably be less effective, in his 
opinion, than reliance upon modern 
farming technology and equipment 
which will produce more for consump- 
tion. 


Mr. Hudleson sketched a picture of 
the vastly altered agricultural picture 
since 1925 in respect to mechanization. 
soil management, crop and pest con- 
trols, improved methods in animal hus- 
bandry and other factors stimulating 
greater output at less cost. Because 
trustmen realize the complexity of the 
problems facing farm administrators. 
they are, he said, today calling upon 
the services of trained and experienced 
men to preserve the values of farm 
property under their control. 


Tax Trends 


The entire overhauling of the Federal 
tax structure now under way is the first 
of magnitude in eighty years, Willis D. 
Nance of Kirkland, Fleming, Green, 
Martin & Ellis — Chicago law firm — 
pointed out as moderator in introduc- 
ing the Tax Panel session. Calling at- 
tention to the Reed-Dirksen bill to limit 
the Federal income tax rate, he _ re- 
marked the possibility of taking Fed- 
eral government out of the estate tax 
field and “the discernible trend to tax 
simplification, equity and understand- 
ing.” 

The principal topic considered by the 
panel of Chicago tax experts was the 
proposal of the American Law Institute 
with respect to revision of the basis for 
taxing trust income. After William N. 
Haddad, partner of Bell, Boyd & Mar- 
shall, pointed out that elimination of 
the 65-day rule would clarify the pres 
ent confusion and avoid penalties, Paul 
E. Farrier and Clair W. Furlong, vice 
presidents, respectively of First National 
Bank and Continental Illinois National 
Bank and Trust Co., expressed the view 
that the proposed tests for trust incomé 
taxability greatly complicate the ques 
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tion and force trusts into rigid patterns, 
with irrevocable elections and preclu- 
sion of discretion on the part of trus- 
tees. It was intimated that fiduciaries 
should study these proposals and voice 
opposition to any undesirable features. 


Investment Panel 


Outside the field of production — 
where competition, research and experi- 
ment for improvement and efficiency 
rule the decisions — prejudice and 
habit are generally decisive factors, in 
the opinion of Simeon E. Leland, Dean 
of Liberal Arts at Northwestern Uni- 
versity. And whether we like it or not, 
the enlarged sphere of government has 
become socially accepted and expected, 
though we tend to forget that what gov- 
ernment does determines the amount of 
our free spendable or savable income. 
The more things people decide are ne- 
cessities, the more our personal life is 
tied to the national income fluctuations. 


Remarking that the automobile indus- 
try had developed from many small 
competitive plants and independent 
parts makers to a few huge companies 
in line with customer preferences, Dean 
Leland said the same thing is happen- 
ing in the replacement of the proprietor- 
shop by super-markets, as America has 
been put on wheels. For such reasons, 
he suggested that study of economic and 
social trends might be of equal or 
greater importance to investors than 
much technological research. 


On the other hand, Corliss D. Ander- 
son of the Chicago investment counsel 
firm of Duff, Anderson & Clark, said 
that investment has gone so scientific 
— especially in the decisive develop- 
ments in electronics and chemistry — 
that scientifically-trained “appraisers” 
or analysts are becoming necessary for 
savings protection. We must, he stated, 
rid ourselves of old shibboleths, “but it 
is often as hard as it was for the Aus- 
tralian to get rid of his boomerang.” 
His further comments, including five 
key points for corporate management 
appraisal, are reported in the following 
pages, where he notes that this is a good 
time to check out those companies which 
are fair-weather money makers. 


In his side remarks on varying com- 
pany policies as to “forced reinvest- 
ment” in the company through plowed- 
back earnings, Mr. Anderson asked for 
a show of hands on the attitude of trus- 
tees toward stock dividends, in lieu of 
cash payments. The response was about 
80 to 1 against small or frequent stock 
dividend declarations. 
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Using an excellently prepared series 
of charts and graphs, Theodore Yntema, 
vice president and economist of Ford 
Motor Co., presented the American fi- 
nancial kaleidoscope, often covering a 
span of fifty or more years. In connec- 
tion with his caution that “stability” of 
principal as well as income from bonds 
has long and often been offset by rising 
prices, Mr. Yntema showed a chart of 
the effect of yields from stocks and 
bonds on the number of years required 
to reach a given size of fund. Another 
chart showed an average annual in- 
crease in stock prices of 3% (1870- 





1953) compared to 9% (over the span) 
where dividends were invested. Another 
set of data which excited much inter- 
est was that on Investment Policy of 
Pension Trusts since 1949, showing not 
only chronological changes but variety 
of media. 

Giving pro and con views on Formula 
Timing, Mr. Yntema approved the vari- 
able plan as theory but remarked the 
difficulty of setting, from the past, a 
“normal” base or period for future 
guidance, and said that the tendency to 
buy a company’s stock after it had ar- 

(Continued on page 918) 
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(1) offers every trust service you may require, 
and (2) provides sound management super- 
vision for any kind of business held in trust. 
Experience: over 65 years in trust administra- 
tion—more than a century of furnishing real 
estate title evidence and protection. Make 
Chicago Title and Trust Company your choice 
for trust service, personal or corporate, on all 
Illinois matters. 
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DEFERRED COMPENSATION FOR EXECUTIVES 


A Comparison of Methods and Objectives 


EDWIN SHIELDS HEWITT 


Edwin Shields Hewitt and Associates, Chicago and Libertyville, Illinois 


ANY OF TODAY'S EXECUTIVES, IN- 
M cluding the “middle-management” 
group, have taken a pay cut, because 
increased taxes and living costs have 
more than offset salary increases. The 
importance of this decrease in real in- 
come has been magnified by the fact 
that our industrial machine has grown 
faster than the number of men avail- 
able to manage it, resulting in a dearth 
of qualified executives. The impact of 
taxes has made the time at which com- 
pensation is paid to an executive as 
important as the amount of compensa- 
tion paid. The tabulation below indi- 
cates the effect of taxes: 


If compensation that is earned today 
is paid at some time in the future, cer- 
tain tax advantages accrue to the execu- 
tive. Consequently, there is increasing 
interest in deferred compensation plans 
of various types. 


The primary function of deferred 
compensation is to convert income that 
would be paid today and taxed as regu- 
lar earnings in the top brackets to in- 
come that would be paid at some future 
date when the individual’s tax rates may 
be lower or when the amount may be 
taxed as a capital gain. The advantage 
to the executive of deferring income is 
two-fold: 

1. It is expected the amount he will 
ultimately pay in taxes will be smaller. 


2. The amount he would have paid 
in taxes will be working for him until 
a tax must be paid. 


Any deferred compensation program 
should be predicated upon an adequate, 
balanced salary structure. To superim- 


pose a deferred compensation program 
upon an unbalanced or inadequate com- 
pensation structure only magnifies and 
accentuates inequities. 


Following is a brief description of 
the most widely accepted methods of 
deferred compensation and considera- 
tions pertinent to each. These observa- 
tions do not include any reference to 
the amount of compensation, the meth- 
ods of determining adequate compensa- 
tion, such as salaries and bonuses, and 
their relation. 


1. The Stock Option 


Under a stock option type of plan 
participants are permitted to purchase 
stock in the company at a discount — 
usually from 5% to 15% below the 
market price at the time the option is 
granted. The principal advantages of 
this type of plan are: 

a. It gives the executive an oppor- 
tunity to acquire a proprietor interest 
in the corporation and to participate 
in the growth of the corporation 
through stock ownership. 

b. It provides additional compensa- 
tion in the amount of the difference 
between the option price and the 
market price of the stock at the time 
it is sold. (This presumes that the 
stock will appreciate in value.) 

c. Participants pay only the mini- 
mum amount of tax on the gains real- 
ized and those taxes are deferred 
until the gains are realized. 


The Treasury Department recognizes 
“non-restricted” and “restricted” types 
of stock option plans. Generally, gains 
made under the “non-restricted” type of 
plan are taxable as income. The chief 





Amount of 

Next $1,000 

Salary Remaining 

Salary After Taxes* After Taxes 
$ 10,000 $ 8,472 $780 
20,000 15,744 674 
50,000 32,156 442 
75,000 42,220 388 
100,000 51,456 336 
200,000 79,208 236 


Amount Needed to Increase Salary 


After Taxes 
by $1,000 by $5,000 
$ 1,326 $ 7,077 
1,587 8,277 
2,776 14,697 
3,125 16,300 
8,952 20,609 
1,783 44,800 


* © : ° ° . 
Assumptions: Deductions of married man and wife; salary only income. 
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advantage of the “restricted” type of 
plan is that the larger portion of the 
gains usually is taxable as capital gains, 
if certain conditions are fulfilled. 


If the option price is 95% or more 
of the market value of the stock at the 
time the option is granted and the stock 
is not sold within two years after the 
option date, all “profit” is taxable as a 
capital gain. The tax is payable in the 
year the stock is sold. 


If the option price is 85% to 95% 
of the market value of the stock at the 
time the option was granted, the execu- 
tive pays income tax on the difference 
between the option price and the fair 
market value of the stock at the time 
the option was granted or the market 
price of the stock when it is sold, which- 
ever is less. Any profit above this 
amount is taxable as a capital gain, 
provided that the restricted stock option 
meets all conditions specified by the 
Treasury Department. 


Disadvantages of this type of plan 
may include the following: 


a. Since most stock option plans are 
confined to a few executives, they may 
be criticized by stockholders on the 
ground that a small group is being 
given special privileges. This is par- 
ticularly true where the gain is attri- 
butable to general economic condi- 
tions and not limited to improvement 
in the company’s operations. It has 
been proposed that the option price 
be related to some stock price index. 
The participant would then benefit to 
the extent the company’s stock per- 
forms better than the average of 
other stock prices. Some even pro- 
pose relating the price to the average 
price of stocks in the specific industry. 


b. Non-participating employees 
(particularly those on the borderline 
who are close to those selected to 
participate) may resent the plan. 


ce. If the option offers a relatively 
small number of shares, it may not 
afford much inducement for an execu- 
tive to exercise the option or to feel 
that his reward is commensurate with 
his effort to enhance the value of the 
stock. ‘i 
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d. Executives sometimes find it 
difficult to finance their options, espe- 
cially in states where the participant 
is required to pay for the stock when 
the option is exercised. 


2. The Deferred Compensation 
Contract 


This type of contract usually calls for 
payment at some future time of a por- 
tion of an executive’s compensation for 
current services. The employer, of 
course, is not entitled.to a tax deduc- 
tion for the deferred portion until it is 
paid. An employee, moreover, is not 
required to pay an income tax on the 
deferred portion until he receives it. 
Advantages of the deferred compensa- 
tion contract include the following: 

a. Increases in compensation that 
would be taxable today in higher tax 
brackets are deferred until some fu- 


ture time when they will be taxed, 
presumably, at lower rates. 


b. The contract enables the com- 
pany to build an estate for the execu- 
tive. 


ec. The contract requires that the 
executive continue to make his ser- 
vices available to the company. 
The chief danger in this type of ex- 
ecutive compensation plan is the un- 
certainty as to its present and future tax 
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status. If, for example, an executive has 
a vested interest in the deferred portion 
of his compensation at the time the 
first payment is made, it may be pos- 
sible that the government would rule 
that the income has been “constructive- 
ly received” and that the entire deferred 
sum is taxable in a single year. 


To reduce this possibility, contracts 
usually are written so that the deferred 
payments are contingent on an execu- 
tive’s continuing in an advisory capacity 
or on a part-time basis after his re- 
tirement. Frequently, the contracts in- 
clude a provision that the executive will 
refrain from aiding a competitor after 
retirement, It is also important that the 
company will not have its payment 
under the plan construed as a gift 
rather than compensation. 


3. The Stock Bonus 


Most bonus plans are directly related 
to profits or production and are limited 
to a relatively small group of key em- 
ployees who receive the bonuses for spe- 
cific achievements. Whether a bonus is 
paid in cash or in stock, it is deductible 
by the corporation and taxable to the 
employee in the year in which it is 
paid. The advantages of a stock bonus 
over a cash bonus are: 


a. Payment of a stock bonus does 
not reduce a company’s cash reserves. 


b. Stock tends to appreciate in 
value during an inflationary period 
and thus may be more valuable to an 
executive than cash over a long term. 
Its cost to the company at the time 
of payment, however, is the same as 
the cost of a cash bonus. 


ec. The executive who receives a 
stock bonus tends to have a more in- 
tensive interest in the growth of the 
business. He can benefit directly from 
his own efforts. A stock bonus plan 
may act as a continuing incentive. 


Stock bonus plans have not achieved 
widespread popularity because: 


a. The small or medium-size com- 
pany may have difficulty in establish- 
ing the fair value of its shares, par- 
ticularly if they are closely held. 


b. It is difficult to measure the 
contribution of different individuals 
to production, sales or profits, and 
likewise difficult to establish the re- 
ward on an equitable basis. 


c. It may be difficult to measure 
changes in the value of the stock in 
relation to the market as a whole. 


d. In companies where there is a 
limited market for the stock, the bur- 
den of redemption may fall upon the 
company. The company may not wish 
to assume this responsibility. 


e. Continued issuance of the stock 
under a plan could ultimately result 
in substantial dilution of the equity. 


4. The Stock Purchase Plan 


An almost infinite variety of stock 
purchase plans have been employed by 
corporations. In general, this type of 
plan tends to be more of an immediate 
compensation device than a deferred 
compensation plan. A stock purchase 
plan makes it possible for employees to 
purchase stock at the current value and 
pay for the shares over a long period 
of time. The principal advantages are: 


a. The executive may participate 
in corporate ownership by the corpo- 
ration extending credit to him, 


b. It permits an executive who is 
familiar with his company’s long-term 
growth potential to participate in the 
growth at the time it occurred. 


c. The plan may permit an execu- 
tive to make advantageous invest- 
ments and still participate in corpo- 
rate ownership. For example, he 
might purchase $10,000 in stock with 
a modest down payment and agree 
to pay 2% interest on the unpaid 
balance. He could then invest the 
remainder of his $10,000 elsewhere 
and receive a larger rate of interest. 
Thus, his net gain would be the in- 
creased interest, less taxes, plus any 
increase in the value of the stock. 
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In order to avoid adverse interpreta- 
tions and rulings by the Bureau of In- 
ternal Revenue, stock purchase plans 
usually provide that: 


a. Title to the stock passes to the 
employee at the time of purchase. 


b. The transaction is binding on the 
employee. 

c. The purchase price is the exact 
quotation at the moment of sale. 


d. A down payment be made, how- 
ever modest. 


e. Future payments be made on a 
regular schedule. 


f. The balance will fall due imme- 
diately if the executive should die or 
leave the company. 

The most significant disadvantage of 
a stock purchase plan is the possible 
impact upon morale of employees if 
there is a substantial decline in the value 
of the stock. Attempts to solve this prob- 
lem could lead to an adverse ruling by 
the Bureau of Internal Revenue. 


5. The Pension Plan 


Pension plans are one of the most 
effective deferred con:pensation devices. 
As an executive compensation device, 
an unfunded pension plan, which need 
not qualify under the Internal Revenue 
Code, offers a number of advantages in 
that: 


a. It may be limited to a small 
group of people. 
b. Executives do not have to pay 


tax on the benefits until they actually 
are received. 


ec. It need not interfere with the 
operation of other retirement plans 
in a company. 


d. It is more flexible than a funded 
plan. 


The most important disadvantages of 
an unfunded pension plan are: 
a. A corporation cannot accumulate 


reserves. Payments begin when the 
participants actually retire. 


b. Participants do not have the se- 
curity provided by a fund. 


A qualified pension plan, funded 
through a trust or annuities, offers the 
following advantages: 


a. The corporation’s contributions 
are deductible at the time they are 
paid into the trust fund. 


b. The employee pays no income 
tax on benefits until he actually re- 
ceives them. 


c. Earnings of the fund are exempt 
from income tax. 


d. Whatever is paid into the fund 
irrevocably belongs to the participant. 


e. Much larger death benefits can 
be provided under this type of plan 
than under any other method which 
permits — 


1) funding in advance of the time 
that the death benefit is payable, 
and 


2) deduction of advance payments 
at the time they are made. 


f. It enables an employer to estab- 
lish substantial severance and disa- 


bility benefits that can be funded in 


advance with payments by the em- 
ployer deductible at the time they are 
made and benefits not taxable to the 
employee until received. 


If a pension plan is primarily a de- 
ferred compensation device, it usually 
provides not only retirement benefits, 
but also death, disability and severance 
benefits. If these benefits are provided, 
the plan becomes, in effect, an estate 
accumulation program, in that the 
money set aside for the executive’s bene- 
fits is functioning in the same manner 
as his own accumulations of capital. 


Such plans are not used extensively, 
inasmuch as the requirements of the 
Treasury as to the number of employ- 
ees to be covered under such a program 
often results in a cost much larger than 
the employer can justify. 


A pension plan may be set up for 
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groups of employees whose income ex- 
ceeds a stipulated amount. The amount 
of benefit must be correlated with the 
percentage of compensation provided by 
benefits available to those employees 
earning less than the amount of com- 
pensation stipulated for eligibility in the 
plan. Social Security may be included, 
together with any other pension plan 
of the company, in determining the per- 
centage of compensation provided by 
benefits to those earning less than the 
amount of compensation stipulated as 
the minimum an employee must earn 
to be eligible for the plan. 


The pension plan can be used effec- 
tively in conjunction with other types 
of deferred compensation plans in 
achieving the over-all objective of de- 
ferred compensation. For example, a 
pension plan may be supplemented by 
or included as a part of a deferred 
compensation contract. This frequently 
makes the adoption of a deferred com- 
pensation contract feasible. 


6. The Profit-Sharing Plan 


This type of plan usually relates the 
benefits to company profits or some 
counterpart of earnings. The additional 
compensation accrued under a plan of 
this type can be paid immediately, de- 
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ferred, or both. If the profit-sharing 
plan is qualified by the U. S. Treasury 
as a tax-exempt employees’ trust, it 
must not discriminate in favor of higher 
compensated or supervisory employees, 
and must contain a formula for com- 
pany contributions that is mathematic- 
ally determinable. Profit-sharing plans 
offer a number of advantages as a de- 
ferred compensation device: 


a. Employer contributions are de- 
ductible when made. 


b. The amount allocated to the ac- 
counts of participants are not taxable 
to them until they are received as 
benefits. 


ce. Each participant has an account 
in the plan in his name which tends 
to enhance its acceptance. 


d. Participants may be permitted 
to select investments for their partic- 
ular account. 


e. Participants may be permitted 
to borrow from their accounts in the 
case of financial need or hardship, as 
long as there is an appropriate pro- 
vision for repayment. 


f. Withdrawals are permitted under 
certain conditions. 

As in the case of the pension plan, 
the profit-sharing plan can be limited 
to employees whose compensation ex- 
ceeds a stipulated amount. It may also 
be integrated with other qualified or 
unqualified deferred compensation plans. 


The benefits under a_ profit-sharing 
plan are usually payable in the event 
of death, disability, termination of em- 
ployment and retirement. There is no 
additional cost to the employer for these 
benefits inasmuch as they are inherent 
in the plan. 

A profit-sharing plan can become, in 
effect, a stock bonus plan through the 
purchase of company stock. The ac- 
count of a participant in this type of 
plan can be used to reduce the commit- 
ment under a deferred compensation 
contract. 
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Chart I is a ten-year case history. It illus- 
trates salary adjustments to reflect increases 
in cost of living, deferred bonus with pay- 
ments partially offsetting higher tax rates, a 
pension plan and a profit sharing plan. Com- 
bined, these programs enabled the Company 
through the ten-year period to invest 
$170,000 in a pension and profit sharing plan 
for this individual which was equivalent to 
$680,000 in direct compensation. 


A profit-sharing plan is a useful de- 
vice for achieving the objective of 
deferred compensation in that it is con- 
tingent upon profits, the purchase of 
company stock can create a proprietor 
interest, it builds a constantly increasing 
reserve for emergencies, and it is rela- 
tively flexible when compared with most 
other plans. 

Its principal disadvantages are the 
limitations upon the percentage of com- 
pensation that can be contributed to the 
plan each year, and coverage under the 
plan must be extended to a larger group 
of employees than may be desired. How- 
ever, the flexibility in determination of 
the amount of such compensation that 
can be deferred and the part that can 
be paid in cash tends to reduce this 
objection. 


7. Combination Plans 


Some of the most effective deferred 
compensation programs are combina- 
tion plans. Possible combinations are: 
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a. Pension plan for past service 
and a profit-sharing plan for future 
service. 

b. Profit-sharing plan superimposed 
on a pension plan. 


ce. Profit-sharing plan as an integ- 
ral part of an unfunded pension plan. 


d. Combination of a profit-sharing 
and stock option plan. 


e. Profit-sharing and stock pur- 


chase plan. 


f. Profit-sharing plan, pension plan 
and deferred compersation contract. 


Charts I and II indicate the effect 
of the actual use of various combina- 
tions of deferred compensation plans. 


A decision to adopt ene or more types 
of deferred compensation plans is usu- 
ally based on two assumptions: That the 
future tax rates will be the same or 
lower than present tax rates, and that 
the executive will either receive his de- 
ferred income at a time when his tax 
rate will be lower or when it will be 
taxed as a capital gain. 


Setting and Adjusting Objectives 


Each of the different methods de- 
scribed may be tailored in a variety 
of ways. Since changes in the tax laws 
or in the interpretation of the revenue 
code may change their status, it is de- 
sirable to schedule an annual review of 
compensation programs in order to 
make certain they are not obsolete. Di- 
rectors, legal counsel, controllers and 
auditors all play an important role in 
these determinations. 


Developing a satisfactory executive 
compensation program seldom is a 
simple process. While the techniques 
mentioned above often help solve prob- 
lems, they sometimes create more prob- 
lems than they solve. One of the most 
important steps in the development of 
an executive compensation program is 
to establish objectives for the program. 
The function of any plan is to fulfill 
specific, economically justifiable objec- 
tives. In determining objectives many 
questions must be answered. Among 
them are: 


1. Is it desirable to install a supple- 
mentary compensation program ? 


2. What are the objectives of such 
a program? 


3. What type of plan and specific 
features most effectively implement 
those objectives ? 


4. What effect will inflationary con- 
ditions have on the program? 


5. What effect will a deflationary 
trend have on the program? 
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In Chart II the shaded area shows the com- 
pensation program of one executive a year 
ago. As indicated on the chart, the program 
has now been revised to increase current 
compensation in low earnings years, de- 
crease compensation in high earnings years, 
and defer part of the compensation in high 
earnings years to increase the value of the 
executive’s estate in the event of retirement, 
death, or termination of employment. The 
net result is a reduction of spendable in- 
come for the executive of less than $2,000 in 
1952 but with an increase in estate value 
of $10,000 a year. It would be virtually im- 
possible for this executive to create a similar 
estate in any other manner. The cost to the 
Company is nominal compared with the cash 
equivalent. In ten years $150,000 in this 
program will accomplish as much as $500,000 
in direct compensation. 


6. How will such commitments 
affect the management salary struc- 
ture? 

7. Could a flexible salury arrange- 
ment be more advantageous over a 
long period than a deferred compen- 
sation program? 


8. Will the program be acceptable 
to executives? 


9. In view of constant pressure by 
taxing bodies to close loopholes, is it 
reasonable to assume that measures 
under consideration are assured of a 
reasonable life span? 


10. Will the proposed measures have 
an adverse effect upon stockholder 
relations ? 


11. Will the proposed plan have an 
adverse effect upon employee rela- 
tions ? 


Tax economies should not be the sole 
objective of a deferred compensation 
program. The only guarantee of an effec- 
tive and economically justifiable execu- 
tive compensation program is regular 
reexamination and adjustment to con- 
form to conditions as they exist at the 
time the program is being reviewed. 
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New York Pension Study 
Issued 


Fifty out of 150 retirement plans in 
New York State which are funded by 
trust funds are bank managed. Eighty- 
three are self-administered, and 17 are 
classified as “type of administration un- 
known.” 


This information is contained in a re- 
cently issued study of the state Depart- 
ment of Labor’s Division of Research and 
Statistics, entitled Recent Pension Plans 
(Publication No. B-68). The pamphlet is 
a successor to Collectively Bargained 
Pension Plans in New York State, July 
1951 (Publication No. B-49), and in- 
cludes an analysis of 105 pension pro- 
grams established through collective bar- 
gaining between July 1951 and January 
1953. It gives for each plan the method 
of funding, financing, eligibility for bene- 
fits, and benefit for normal, early and 
disability retirement, as well as the 
amounts of monthly pension benefit at 
age 65, assuming average annual earn- 
ings of $2,000, $3,000 and $5,000 re- 
spectively. 


The earlier study covered 208 retire- 
ment programs set up prior to July 1951. 
From the total number of plans covered 
by both studies 230 are classified as 
“fully developed,” and the new study 
contains a comparative analysis of these, 
which include the 150 trust fund type 
plans mentioned above. 
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Estate Tax Returns 


(Continued from page 895) 
will not be granted. Humes v. U. S., 
276 U.S. 487. 

Valuation problems involving vest- 
ed remainders are commonly situa- 
tions where there is bequeathed a life 
interest with power of invasion, re- 
mainder to charity. In order to obtain 
the deduction, the amount of principal 
which may be consumed has to be so 
limited that a fairly accurate estimate 
of the principal which will be left on 
the termination of the life tenancy 


may be ascertained. Ithaca Trust Co. 
v. U. S., 279 US 151; Merchants Na- 
tional Bank v. Comm., 320 U.S. 256. 

Schedule O is the Recapitulation 
section. All items of assets includible 
in the gross estate and those deduc- 
tible from the gross estate must be 
listed. 


A limitation as to the maximum 
deductions allowable should be 
noted: the deduction for funeral and 
administration expenses, debts, mort- 
gages and liens is to be compared 
with the total of the amount subject 
to claims. (The property subject to 
claims includes all items in the gross 
estate except those which may not 
be reached by creditors — e.g., in- 
surance payable to a named benefici- 
ary; an inter vivos trust taxable in 
the estate; property subject to power 
of appointment; jointly-held prop- 
erty). First, the executor should 
compute the total of the deductions 
for funeral and administration ex- 
penses, debts, and mortgages and 
liens. Then compute the amount of 
property in the gross estate which 
is potentially subject to claims, re- 
duced by net losses during admini- 
stration. The smaller of these two 
categories is the maximum allowable 
deduction, exclusive of the deduc- 
tions for charitable bequests and 
amounts passing to a spouse. 


Schedules P, Q and R are net estate 
computation sections. Finally, there 
is the computation of the two estate 
taxes — the basic tax and the addi- 
tional tax. Any difficulties arising out 
of this dual set of rates will disappear 
if the instructions are followed step- 
by-step. 


In summary, the executor and the 
attorney should be diligent and con- 
scientious in completing the Estate 
Tax Return, and should be frank in 
dealing with the Bureau. Only this 
approach will result in the ascertain- 
ment of the correct tax without un- 
necessary consumption of time and 
expense. 
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PENSIONS HIGHLIGHT NEW JERSEY TRUST CONFERENCE 


ENSIONS AND CORPORATE INTERESTS 
peace the major portion of the 
trust section of the 25th Trust and 
Banking Conference, sponsored by the 
New Jersey Bankers Association at As- 
bury Park on November 18-19. The 
session opened with a citation by J. 
Seymour Montgomery of the advan- 
tages of creating trusts in New Jersey 
as compared with New York and Penn- 
sylvania. Mr. Monigomery, who prac- 
tices law in New York as well as Prince- 
ton, pointed out the differences in taxa- 
tion, court organization, and trust in- 
vestment powers. Among the statutory 
changes which he suggested were the 
establishment of “powers in trust,” re- 
vision of estate tax apportionment, and 
simplification in probate and accounting 
procedure. 


Ways in which a bank can be of real 
help to its customer in the formation 
of a profit-sharing plan were outlined 
by John L. Gibbons, vice president, 
Chemical Bank & Trust Co., New York. 
Mr. Gibbons summarized his remarks 
thus: 


“(1) It should keep the company on 
the right track as it creates the struc- 
ture of the plan. It must determine first 
the need for the plan and, secondly, 
whether this type of retirement program 
is the most satisfactory one that can be 
adopted. In reviewing this question, the 
bank should assist the company in mak- 
ing estimates of what average contri- 
butions might be made-over the years, 
and what benefits they will produce to 
the employees. It is important to bear 
in mind the ratios of net income to net 
worth and wage cost to sales. Profit- 
sharing plans are apt to be much more 
effective where the wage cost is not a 
large part of the total cost of selling a 
product. It might, in many cases, be 
better for the company to adopt a 
modest pension plan with a relatively 
small fixed cost and supplement that 
with a Deferred Profit-Sharing Plan. 


“(2) An important part of the suc- 
cess of any plan will be the investment 
results over the years. Here the bank 
should take a very definite and domi- 
nant part. By and large, most plans 
give the bank, as trustee, full investment 
discretion. Where exceptions exist, the 








*These bills have previously been discussed in 
T&E articles, including one co-authored by Mr. 
MacNeill. See Nov. 1952, p. 808; Oct. 1953, p. 775. 
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bank should nevertheless lend its help 
to the company in the selection of in- 
vestments for the fund. There has been 
an increasing number of cases where 
funds of this nature are used to acquire 
securities and obligations of the com- 
pany. This should be subject to close 
scrutiny by the company and the trus- 
tee, as well as by the Treasury Depart- 
ment, because some of the advantages 
of such a plan could be severely affected 
if any such investments were to work 
out badly. 


“(3) The bank should be prepared 
to take an active part in assisting the 
company in setting up the necessary 
accounting records in connection with 
the general administration of the plan. 
With the use of modern mechanical 
equipment available to many banks, this 
special type of accounting can be eflici- 
ently handled by the bank at low cost 
to the company.” 


Survey of Trust Earnings 


Statistical summaries have been made 
for many years of income and expense 
figures reported by individual banks 
in both the First and Second Federal 
Reserve Districts, and have proven help- 
ful to the banks not only in checking 
performance against their own previous 
records, but also in making current 
comparisons with other banks of similar 
size, Fred W. Piderit, Jr., Senior Trust 
Examiner, Federal Reserve Bank of 
New York, told the trustmen. The pur- 
pose of the annual summary has been 
two-fold: first, to provide a statistical 
basis for obtaining increases in statu- 
tory fees, when that need is indicated; 
and second, to present a tabulation of 
expenses, summarized for banks in vari- 
ous size groups, for comparative study 
by individual institutions. The latter 
aspect, he said, has enabled trust de- 
partments to see exactly where their 
expenses are out of line — if they are — 
and by localizing the expense problem, 
to find a means of effecting further 
economies. 


In the Second Federal Reserve Dis- 
trict, participation in the annual survey 
will hereafter be open to any bank in 
either New York or New Jersey which 
operates a trust department, even 
though not all of New Jersey is in the 
Second District, the speaker said. State- 
wide figures will be more meaningful 


than only a partial summary. Moreover, 
owing to the difference in statutory fee 
structure, New York and New Jersey 
figures will be summarized separately. 


Forms and instruction books will be 
mailed to the banks at the end of the 
year, Mr. Piderit explained, with a re- 
turn date set for April 1954. The addi- 
tional time and effort required to study 
the forms and make out the returns will 
find compensation in the benefits re- 
ceived from the summaries, and after 
the familiarity with the system gained 
in the first year, the time required will 
be reduced to a minimum. The report 
form follows closely the accounting fea- 
tures outlined in the American Bankers 
Association Trust Division book, Rec- 
ommended Cost Accounting Procedure 
for Trust Departments. The figures from 
each bank are kept confidential. Sum- 
maries are prepared in a manner that 
would not reveal the figures of any one 
bank, and “under no_ circumstances 
would the figures of any bank be re- 
vealed to another bank.” 


Wholehearted cooperation in the sur- 
vey by the individual banks, on which 
its success inevitably depends, “may 
lead the way for changing an operating 
loss in the trust department into a 
profit.” 


Stockholders and the Self-Employed 


Solutions for the estate dilemmas of 
stockholders in close corporations were 
offered by Samuel J. Foosaner, of Foos- 
aner & Saiber, Newark. Mr. Foosaner’s 
paper is excerpted in this issue. 


The closing feature of the program 
was a plea by Earl S. MacNeill, vice 
president of Irving Trust Co., New 
York, for banks to urge passage of the 
pending Congressional bills which 
would permit self-employed persons and 
others not covered by employer pension 
plans to obtain comparable tax advat- 
tages under a new type of pension plan 
contemplated by the proposed compan: 
ion measures. *Conceding that the f 
nancial rewards will be meagre because 
relatively small amounts are involved. 
Mr. MacNeill asserted that enactmet! 
of the law would afford banks an op 
portunity to extend the benefits o 
trust service to every segment of the 
community, an important factor if 
banks are to survive. 
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STOCKHOLDER ESTATE PROBLEMS 


Realignment of Capital Structure of Close Corporation 


a Key Solution 


SAMUEL J. FOOSANER 


Foosaner and Saiber, Newark, New Jersey 


HERE WAS A TIME WHEN A CLIENT 
eon enjoy maximum economic 
~success through the ownership of a cor- 
poration with one class of stock. This 
stock was of nominal or of no par value. 
No thought whatsoever was given to 
the capital structure, from the stand- 
point of possible future developments. 
But this is not good business planning 
today. It certainly is not good tax plan- 
ning. If the undertaking results in a 
substantial loss, then the client may 
desire to obtain the maximum tax bene- 
fits of that loss. If on the other hand, 
it enjoys great financial success, he 
would like to feel that his net return, 
after taxes, will have repaid him for 
his resourcefulness and perspiration. 


In Federal tax law, a client cannot 
always provide the responses after the 
predicament presents itself. So, for ex- 
ample, if a close corporation builds a 
very substantial surplus, which in con- 
templation of the Federal income tax 
law, is “beyond the reasonable needs of 
the business,” it might be confronted 
with a Section 102 penalty surtax. To 
avoid the imposition of a Section 102 
surtax, the Board of Directors must de- 
clare dividends. But if such dividends 
are paid to stockholders in the high sur- 
tax brackets, they can retain but a small 
portion of the total. The corporation 
receives no deduction for dividends 
paid, so that it enjoys no income tax 
benefit from such distributions. 


Debentures and Notes 


It is possible to set up a structure 
with a certain amount of investment for 
which stock will be issued, and with 
debenture bonds, notes or other corpo- 
rate indebtedness. If the corporation 
fails, the maximum tax benefit can be 
gained from the losses, by virtue of the 
monies loaned by the client or clients, 
in return for the debenture bonds or 


Excerpts from address before 25th Trust and 
Banking Conference, New Jersey Bankers Assn., 
Nov. 19, 1953. 
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notes. If the corporation succeeds, and 
it has substantial amounts of money 
which it does not require inthe busi- 
ness, it can redeem the bonds or pay 
off the notes. Thus, the taxpayer can 
recoup large amounts from the corpo- 
ration without having such sums sub- 
jected to high surtaxes in his hands. 


During the period while the bonds or 
notes are outstanding, the corporation 
can pay the interest thereon and get a 
deduction for income and surtax pur- 
poses. The bonds or notes need not 
necessarily be owned by the principal 
stockholders. They could have trans- 
ferred them as gifts to their respective 
children, outright or in trust. Thus, 
while the corporation would enjoy the 
deduction for the interest paid on the 
indebtedness, such interest payments 
would not constitute taxable income to 
stockholders in high surtax brackets. 


Needless to say, stockholders must 
follow a procedure which will avoid 
Treasury challenges of “thin corpora- 
tions.” Through careful tax planning 
this can be done successfully. 


Use Different Classes of Stock 


The providing of debenture bonds 
and different classes of stock can serve 
a number of functions. Through such a 
structural approach beneficial security 
conversions can be made possible. The 
various classes of stock will enable the 
segregating of ownership from control. 
The income earnings potentiality can 
be separated from long-term investment 
capital accretions, and management can 
proceed full speed ahead, without en- 
cumbrance of any kind from investment. 


Instead of operating with 100 shares 
of common stock of no par value, which 
serves as the sole voting stock of the 
corporation, in a one, two or three in- 
dividual operation, resort can be had 
to two or three classes of stock. With 
such a plan, the principal stockholder 
or stockholders are able to do several 


things. First, by reserving to themselves 
the voting stock, they can assure them- 
selves of continued control over all the 
policies of the corporation, so long as 
they may live. Second, through control, 
and watching the earnings of the corpo- 
ration, not only can they be adequately 
remunerated for the services which they 
render, but they can limit such over-all 
compensation to an amount which will 
not result in a confiscation of their top 
earnings in the form of high surtaxes. 
Third, to the extent that there are ex- 
cess earnings which must be distributed 
by the corporation, such dividends can 
be paid the members of the principal 
stockholder’s family, as owners of the 
high dividend bearing stock. These re- 
cipients being in lower income tax 
brackets, substantial income taxes can 
be saved. 


Estate Planning Advantages 


Another important aspect to this pic- 
ture is of particular interest to fiduci- 
ary institutions which may be called 
upon to act as executors or trustees. Mr. 
“P” may be thinking in terms of per- 
petuating his business in the hands of 
his son. Yet, at the same time, he does 
not want to treat his wife or his two 
daughters inequitably. If all of the 
stock of the corporation consists of 100 
shares of Common “A” and “P” after 
making provision for his wife through 
the remainder of his estate, bequeaths 
the shares, in equal amounts, to his 
three children, problems could arise 
after his death. His son might consider 
himself fully capable of running the 
business alone and insist upon doing ‘0. 
A possible conflict between the son and 
the sons-in-law could be in the making, 
with the business winding up as 3 
failure. 

How can Mr. “P” treat his three 
children equally, and at the same time 
assure the continued success of the 
business? A substantial part of the 1 
sponse to this question lies in the cre 


TrusTs AND EstATES 


Fr 0 71S => Mah 85 A fF wR wll el lltllCUMOP Cl 


Pn @ 2) 


Qo fs... .RsBDXV'e—— 


— 
= 
mm 


ee 





le 


|, 


; 
I 


the 


ter 
gh 
ths 
his 


“jSe 


tion of two or three classes of stock. 
The voting stock should devolve to the 
son alone. The values can be fixed in 
such manner that by the testator leav- 
ing 6% cumulative preferred stock to 
his two daughters, to the extent that 
dividends were available for declaration, 
such dividends would be paid to the 
daughters first, and not to the son. 
Limitations could be fixed on the son’s 
over-all compensation, conditioned upon 
his first paying the 6% preferred stock 
dividends each year. The Class “B” non- 
voting stock could be equally divided 
among the three children. To encourage 
the son, and to simultaneously increase 
the income to the two daughters, such 
excess earnings as might be distribut- 
able over and above the 6% dividends 
on the preferred stock, could be distrib- 
uted on a two to one basis between the 
Class “B” and the Class “A” stock. 
Adequate tax safeguards against com- 
pensation deduction challenges can be 
provided. 


Saving Estate Taxes 


Mr. “P” can save future estate taxes 
too. This he will have done by virtue of 
gifts of part of his stockholdings in the 
close corporation which he will have 
made either outright, or to the trusts 
in the year in which these transfers were 
made. He might also make additional 
gifts during the years that follow. By 
pursuing such a program, he will have 
substantially decreased the size of his 
own potential taxable estate. Addition- 
ally, by fixing a value for gift tax pur- 
poses, with respect to the stock trans- 
ferred, he will have made material pro- 
gress toward the arriving at the over- 
all value of the stock, for Federal estate 
tax purposes, at the time of his death. 
Should the Commissioner challenge the 
value fixed for gift tax purposes, such 


“Don’t waste your time — I already 
asked — no paid vacation, no bonus, no 
profit sharing, no pension plan .. . 
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challenge will likely take place during 
taxpayer's life-time when he is in a 
position to refute it with a knowledge 
that no one else possesses. 


The idea of using several classes of 
stock is not confined to the new corpora- 
tion. Existing corporations, generally 
speaking, have the same opportunities 
available to them. The major differ- 
ence lies in the fact that the established 
corporation which has only one class of 
stock must engage in a recapitalization. 
It must fully comply with State corpora- 
tion laws. To make certain that no Fed- 
eral income taxes will result, the situa- 
tion should be cleared with the Treasury 
Department in advance. A favorable 
Ruling Letter can be obtained. 


When Mr. “P” makes outright gifts 
to his respective children, or transfers 
them ‘to trusts for them, he can take 
advantage of the Federal gift tax laws. 
Thus, he will resort to the $3,000 an- 
nual exclusion for each of his three 
children, and upon obtaining his wife’s 
consent to the gifts, will double the 
amounts of these tax-free gifts each 
year. This will enable him to transfer 
as much as $18,000 in stock every year, 
without being required to pay a gift 
tax. In addition, during the course of 


his lifetime, Mr. “P” can give a total of 
$30,000 in this stock, or other property, 
to his three children. Again, by getting 
his wife’s consent, and taking advantage 
of the marital provisions of the gift tax 
law, he can double this over-all amount 
to $60,000. 


No fiduciary institution, desirous of 
doing a conscientious job and hopeful 
of performing in the best manner for 
the surviving members of the decedent’s 
family, wants to ever find itself in the 
predicament of being required to dis- 
pose of stockholdings in a close corpo- 
ration to pay death taxes. It becomes 
quite obvious that na hae be taken 
during the decedent’s lifetime to avoid 
such a catastrophe. 


Evaluating Good Will 


There are ways of approaching the 
matter of good will which presents the 
greatest valuation problem. The client 
can enter into a binding Stock Purchase 
Agreement with the corporation under 
which it will buy his stock upon his 
death. The plan can be embellished 
through the creating of a special sink- 
ing fund. Cognizance can be taken of 
the special opportunity now permitted 
under Section 115(g) (3) of the Code 
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permitting corporation stock acquisi- 
tions at death for estate and inheritance 
tax purposes, without resultant dividend 
distribution challenges. Alternatively the 
owner can enter into such a binding 
Buy-Sell Agreement with his active son 
in the business, several of his keymen, 
or with any combination of these pros- 
pective purchasers. 


Under the terms of a properly drawn 
Stock Purchase Agreement or Agree- 
ments, a value can »be fixed. Cognizance 
can be taken of good will by adding 
a reasonable percentage to book value. 
Through a strict observance of the pre- 
vailing Federal tax law, and the control- 
ling case decisions, the value fixed for 
the sale of the client’s stock upon death 
can be made to stick. The agreement 
can contain a valuation certificate to 
afford the making of necessary changes 
annually, or even semi-annually, based 
upon fluctuations in the value of the 
stock. Where circumstances will warrant 
it, insurance on the life of the principal 
stockholder, carried by the prospective 
purchasers, can assure the fulfillment of 
the agreement in whole or in part. Thus, 
such taxes as might otherwise attach 
to a good will figure assumed from the 
facts by the Commissioner can _ be 
avoided. What is more, the client’s ob- 
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jectives will be easier to carry out, 
which is another way of saying, of 
course, that the responsibilities of the 
fiduciary will be easier to fulfill, and 
with greater dispatch and satisfaction. 


Purchase by Profit-Sharing Trust 


Where a given situation lends itself 
to the establishment of a profit-sharing 
plan, such plan may be made sufficiently 
broad to provide for the purchase of 
certain of the stock of the principal 
stockholder upon his death. This comes 
back then, to the idea of having more 
than one class of stock and seeking a 
source of liquidity for an income-pro- 
ducing non-voting stock after the prin- 
cipal stockholder passes on. 


Where it is not practical or advisable 
to have all of the non-voting stock pur- 
chased by an individual or individuals, 
and such stock constitutes a good invest- 
ment, the trustees of the profit-sharing 
fund might find that the acquisition of 
it will strengthen the fund. The em- 
ployee-participants might well enjoy 
knowing that the fund in which they are 
part owners, in turn, owns, or one day 
will own income-producing stock of the 
business. From the stockholder’s view- 
point, such a commitment will not only 
provide necessary liquidity to meet the 
estate and inheritance taxes and the 
other mandatory costs of his estate, but 
will tend to advantageously fix the value 
of that stock for estate tax purposes. 


Asset Co-ordination 


In spite of providing effective re- 
sponses to problems touching upon a 
decedent’s stock, it is necessary to carry 
out a co-ordinated plan with respect to 
all of his assets. If the advisor fails to 
take cognizance of the other assets in 
the client’s estate, or in any material 
aspect fails to co-ordinate the disposi- 
tion of the one with the other, in light 
of the client’s objectives and with a full 





view to the tax implications involved, 
the whole plan can fail. 


In his money dealings, there is prob- 
ably no one closer to the client than his 
bank. The stockholdings of his close 
corporation may well constitute a very 
vital part of his over-all estate. The fidu- 
ciary institution can do much to aid the 
client in the successful conduct of that 
corporation. The opportunities for ser- 
vice are unlimited. In many instances, 
the surface of the potential has only 
been scratched. When the great depth 
of that potential is fully understood, it 
cannot help but redound to the substan- 
tially increased patronage of the bank 
and the alleviation of the client in the 
many economic problems with which he 
is continuously confronted. 
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Iowa-Des Moines National 


Adopts Profit-Sharing Plan 


A profit-sharing plan for employees 
over 30 years old who have been with 
the bank more than five years has been 
announced by Calvin W. Aurand, presi- 
dent of Iowa-Des Moines National Bank. 
The plan is effective as of January 1, 
1953, and is part of a group-wide plan 
adopted by the Northwest Bancorp and 
its affiliates, providing a trust fund into 
which the participating banks pay part 
of their profits for the ultimate benefit 
of eligible employees. Iowa-Des Moines 
has 250 employees of whom 97 are eli- 
gible. 


On the basis of 1952 business, Mr. 
Aurand said, amounts would have been 
set aside equaling 7.1% of their salaries. 
The amount each year is not to exceed 
the lesser of 3% of combined net earn- 
ings from current operations or one- 
fourth of combined net profits in excess 
of 5% of the total capital employed in 
the entire group for the year. Employees 
receive their respective shares on retire- 
ment or termination of employment, and 
in case of death the payments will go to 
their beneficiaries. 
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TRUST ACCOUNTING AND AUDITING 


Part TII~ Continuous and Periodic Audits 


HERBERT S. CROFT 


Vice President and Trust Officer, The Alamo National Bank of San Antonio, Texas 


INCE IT IS IMPOSSIBLE, FROM A TIME 
~ or cost viewpoint, for either the 
Diréstors’ Examining Committee or the 
governmental examiners to conduct con- 
tinuous operating audits or make a 
complete administrative audit of each 
account, it appears to be the responsi- 
bility of the Auditor to do so. There 
appear to be six principal duties and 
responsibilities of any trust department 
auditor: 


1. To conserve the assets of all trust 
accounts, upon receipt, the administra- 
tion thereof, and the disposition there- 


of. 


2. To protect the bank from liability 
by seeing that all assets are under dual 
control; that separate accounts are 
maintained for each trust; that the 
assets are not co-mingled with the assets 
of other trusts and that confirmations 
of assets are periodically cleared with 
the beneficiaries. 


income and 


3. Safeguarding the 


controlling expenses. 


4. Co-ordinating all operations and 
suggesting new methods or changes. 


5. Guarding against violations of 
either the law, the regulations, or un- 
ethical practices. This means the audi- 
tors have to keep up with such laws 
and detect and report policies and prac- 
tices in conflict therewith. 


6. Determine that the administra- 
tion of each trust is in accordance with 
the powers contained in the trust in- 
strument. 


Beneficiaries rarely know much about 
dividends, interest, rents, vacancies, 
amortization, depreciation, etc. Unlike 
the banking department, in many cases 
statements are not sent monthly to bene- 
ficiaries. Therefore, there is much po- 
tential and contingent liability and op- 
portunity for misapplication of property 
far greater than in any other department 


of the Bank. 


Accordingly, the work of the auditor 
in meeting his responsibilities should be 
classified as follows. 
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1. Conducting continuous Operating 


Audits, and 


2. Conducting Periodic Administra- 
tive Audits. 


Continuous “Operating” Audits 
(Personal Trusts) 


Some of the duties in connection with 
a Continuous Operating Audit are: 


1. Examine every vault receipt and 
withdrawal ticket, as well as every trust 
department cashier’s check, debit or 
credit tickets, and see that same are 
properly initialed by a trust officer. 


2. Check all vault ticket numbers 
and check numbers to ascertain that 
they are all issued in numerical order 
and accounted for. 


3. Check each vault ticket and cash 
ticket to the individual ledger accounts 
and verify accuracy of postings. 


4. In many audit systems, the asset 
and cash journal sheets are utilized in 
making these audits, and the daily totals 
reflected in the journals are verified to 
the general ledger. 


5. Upon receipt of assets in ex- 
change for other assets, under reorgan- 
ization plans, stock splits or conversion 
rights, check all exchanges of securities 
to the original plan of reorganization 
or the usual statistical manuals. 


6. Determine the authority, purpose 
and disposition of all withdrawals of 
assets, and that the proceeds are cred- 
ited to the account or proper receipts 
are on file. 


7. Follow up any temporary with- 
drawals of securities, jewels, etc., and 
see that same are returned within a 
reasonable time. 


8. Obtain a list of all securities held 
in the overnight box. If same is con- 
tinued to be carried over from day to 
day — investigate. 


9. Audit all periodic statements of 
securities sent to beneficiaries. 


10. Maintain controls on income 
from all earning assets. In many sys- 


tems, the auditing department main- 
tains a duplicate card record of all se- 
curities and other assets and posts in- 
come entries thereto. Such income en- 
tries, especially on the duplicate Bond 
cards, are used in vault security exam- 
inations to determine that all coupon 
interest is received and credited to the 
proper Sousa: 


11. b age gn authority for all dis- 
bursements of principal and income 
cash. 


12. Periodically intercept dividend 
and other checks received and transmit- 
ted to the transit department and match 
up same with the respective tickets cred- 
iting the various trust accounts, in order 
to verify that such checks have not been 
used to offset cash receipts property 
credited to an account, but wrongfully 
withheld or otherwise misappropriated, 
(the dividend check never being cred- 


ited. ) 


13. Reconcile checks outstanding by 
matching up those paid against the du- 
plicate, balancing the open items with 
the control account. 


14. Control the payoff of checks is- 
sued by the trust department when pre- 
sented for payment and verify endorse- 
ments. The check register should consist 
of a duplicate of the original check. 


15. Verify proper segregation of 
principal cash from income cash _pur- 
suant to the trust instrument or the 
Uniform Trust Act, if it is adopted in 
your State, in order that the life tenant 
may receive all the income to which he 
is entitled, and that the principal is 
preserved for the remainderman. 


16. Audit all statements of cash sent 
to beneficiaries or accountings made to 
the probate court. 


17. Verify promptness and _ suffici- 
ency of all fees received. 


18. Scrutinize all operating expenses 
of the trust department. 


19. Reconcile or match up auditor's 
copies of daily income tickets to actual 
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daily credit tickets put through, and 
verify delays evidenced by open items. 


20. Control all income and outgoing 
registered mail. This is usually done by 
the Registered Mail Department, which 
prepares a numbered form in triplicate, 
giving the name and address of the 
sender, a description of the securities 
and their disposition. The original is 
usually retained by the mailing depart- 
ment, as a receipt from the trust depart- 
ment, the duplicate goes to the auditing 
department and the triplicate goes to 
the Trust Department, which is later 
turned over to the auditing department 
indicating thereon the disposition of all 
securities or other assets received. 


Periodic Administrative Audits 
1. New Personal Trust Accounts 


(A) Ascertain that Counsel has ap- 
proved the legality of the Account; that 
it contains proper exculpatory clauses; 
that Bank has right to resign, and the 
Directors’ Trust Committee has author- 
ized the acceptance of the account. 


(B) If the Bank is appointed execu- 
tor or administrator, the auditor should 
be present when any personal property 
is assembled. 


(C) Verify all cash accounts with 
bank statements of the decedent. 


(D) Ascertain that all assets are 
actually received under estates, court 
trusts, successor trusteeships, guardian 
accounts, agency accounts, living trusts, 
etc. Check assets received to the original 
inventory or receipt. 


(E) Inquire into the acts of prede- 
cessor trustee before qualifying, in 
order to avoid ultimate liability for his 
acts. In this connection, require an 
audit by an independent accountant. 
The wrongdoings of a predecessor trus- 
tee are a source of possible liability. 


(F) Obtain audits of decedent’s in- 
terest in partnerships or close-corpora- 
tions, to determine the value of his in- 
terest for estate tax purposes as well as 
any liability against the estate. 


(G) Check valuations of assets for 
accounting and control purposes. Assets 
held as executor, administrator, guard- 
ian or testamentary trustee should be 
carried according to the inventory or 
appraisal system. Pending appraisal, 
they may be carried on a unit basis. 
Assets held under living trusts, or cus- 
todian accounts, with investment advis- 
ory services, should be carried at cost. 


(H) Check and see that interest, di- 
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vidends, rents, and other income are 
accrued to the date of death. 


(I) See that outside appraisers eval- 
uate all real estate, and verify same to 
the inventory value. 


(J) Verify excessive or extraordi- 
nary liabilities or claims against the 
estate or trust. 


(K) Verify debts, mortgages and 
other loans with the mortgagees or 
lenders and see that a liability record 
is set up for each estate or trust and 


© 


that all payments are duly recorded 
thereon. 


(L) Obtain the auditor’s copy of the 
brief sheets or synopsis sheets on each 
Will or other instrument and recheck 
the duties, powers and responsibilities 
assumed to the original instrument. 


(M) Verify that tickler duty cards 
have been set up, as it is most impor- 
tant that all duties be performed 
promptly. 


(To be continued) 
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‘Texas Trustmen Elect 
Henderson 


Marked by a minimum of manu- 
scripts, the 32nd annual meeting of the 
Trust Section, Texas Bankers Associa- 
tion, was held at Austin on October 
30-31, under the chairmanship of Ersell 
C. Duke, trust officer of the host city’s 
American National Bank. 


In the first principal paper, Murray 
Kyger, vice president of First National 
Bank, Fort Worth, raised the basic ques- 
tions which a trust committee member 
should ask himself about his trust de- 
partment. They should include: Is the 
department manned and equipped to 
render the type of service contemplated ? 
Is the department a credit to the bank? 
Is it rendering a service in keeping with 
generally accepted standards of per- 
formance? Is compensation for trust 
services administered to afford a fair 
return for the work and responsibility 
of the department? Is the department 
promoting its services and getting at 
least its share of potential business? 


The trust committee members must 
look to the trust officer to initiate sound 
policies and procedures, the speaker 
said, and it is the trust officer’s duty to 
educate committee members and other 
directors regarding the functions and 
fundamental rules of trust service, even 
though it takes “time and some ingen- 
uity” to accomplish this. “Intelligent, 
cooperative effort by the trust commit- 
tee and the trust department is the key 
to sound trust service.” 


lor 





ERSELL C. DUKE 








HOMER E, HENDERSON 


New and retiring Chairman of Administrative 
Committee, Texas Trust Division 





In the last 25 years no banking group 
has done more to add stature to the 
banking business than the trustmen, Mr. 
Kyger stated. Joint sponsorship of the 
1943 Texas Trust Act by the Trust 
Section of the Texas Bankers Associa- 
tion and the State Bar of Texas indicates 
the high esteem in which attorneys re- 
gard the trustmen. Growth figures fur- 
nished by the Federal Reserve Bank of 
Dallas for member banks also empha- 
size the good work of trustmen, the 
speaker said, pointing out that in 1930 
there were 68 trust departments super- 
vising $71,000,000 of trust assets; in 
1940 sixty-six departments handled 
$164,000,000; and today 78 trust de- 
partments are administering upwards of 
three quarters of a billion dollars. The 
growth in assets, along with such a 
small increase in the number of banks 
exercising trust powers, “points up the 
especially fine job” done by the banks 
which do have active trust departments, 
the speaker commented. 


Among the benefits of a well oper- 
ated trust department to a commercial 
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bank, the speaker mentioned: trust ser- 
vice cements existing relations; prevents 
the loss of customers who would other. 
wise gravitate to banks which do offer 
trust service; and in time it affords a 
source of stable earnings which a bank 
can depend upon. Reports from the 
larger banks in Texas, Mr. Kyger said, 
indicate that trust departments have 
been accounting for around 3% of 
gross income and approximately one 
eighth of the net income of these banks. 


In succeeding addresses, R. Dean 
Moorhead, Austin attorney, highlighted 
some legal aspects affecting trust busi- 
ness in Texas; W. H. Irons, vice presi- 
dent of the Dallas Federal Reserve Bank, 
appraised the business and economic 
outlook; Maurice E. Purnell, Dallas law- 
yer, discussed working provisions of 
wills and trusts; Brian P. Leeb. vice 
president, Bankers Trust Co. of New 
York, outlined his institution’s current 
trust investment policy (cf. address by 
Joseph C. Bickford of the same bank, 
Nov. T.&E., p. 849) ; Thomas E. Hand, 
chartered life underwriter from Hous- 
ton, described present thinking on em- 
ployee benefit plans; Floyd O. Shelton, 
vice president and trust officer of Fort 
Worth National Bank, commented on 
certain trust operating problems. 


The closing paper was a report by 
George M. Irving on the fate of the 
proposed Texas Probate Code. Mr. Irv- 
ing, who is vice president and general 
trust officer of Second National Bank of 
Houston, revealed that the companion 
measures which sought to enact the 
Code had miscarried in the final days 
of the 1953 legislative session. Itemizing 
the virtues of, and important changes 
contemplated by, the draft (into which 
have gone eight years of preparation and 
collaboration by the Bar and the trust 
fraternity), Mr. Irving urged his audi- 
ence to obtain a copy of the summary 
of the Code prepared by Mr. Moorhead 
for the Legislature. In the speaker's 
opinion, passage of the Code by the 
1955 session is assured if the affected 
groups, including the Trust Section, 
maintain a sustained and vigorous in- 
terest in the Code and work for its 
adoption. 


Homer E. Henderson, vice president 
and trust officer of the Second National 
Bank of Houston, was elected chairman 
of the Section’s Administrative Commit: 
tee, succeeding Mr. Duke who remains 4 
member. The newly chosen third mem- 
ber is L. H. Gross, president of Guar- 
anty Title & Trust Co., Corpus Christi. 
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As our trust activities have increased, our fa- 
cilities have been enlarged correspondingly. In 
this booklet you will find brief descriptions of 
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trustee. And you will find explicit schedules of 
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Sl Wears IN THE LIFE OF A TRUST DEPARTMENT 





A 1905 scene outside ground floor office of 
First Trust & Savings Bank, origin of Trust 
Department of Chicago’s First National Bank. 


LB pasersioet 28, 1953 marks the fiftieth 
anniversary of the trust department 
of the First National Bank of Chicago. 
This department had a unique beginning. 
The First National Bank had been in 
successful operation for forty years, un- 
der the eighth national bank charter. On 
December 18, 1903 the directors of the 
First National declared a special divi- 
dend of $1,000,000 to pay for stock of the 
First Trust and Savings Bank, a state 
bank licensed that year and qualified to 
administer trusts. Under the terms of a 
trust agreement made previously in the 
same year, the stock of the state bank 
was owned by trustees for the benefit of 
the stockholders of the national bank, and 
a legend of ownership interest was en- 
dorsed on the First National stock cer- 
tificates. This plan of affiliation, the fore- 
runner of later like affiliations, was the 
first of its kind known in this country. 


Before 1903, it had been the practice 
of the First National to refer its custo- 
mers who wanted trust service to the 
sixteen institutions in Chicago then con- 
ducting a trust business. Trust companies 
then were just beginning to develop a 
fair volume of corporate and personal 
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Trust Department of First Trust & Savings Bank in 1906 


fiduciary business and there had devel- 
oped jealous competition between them 
and banks in many states over their 
banking functions. In a number of states 
it was felt that the risks attending com- 
mercial banking should not be contained 
in an organization conducting a trust 
business. National banks had no power 
to carry on trust business until passage 
of the Federal Reserve Act in 1913. 
When the First Trust and Savings Bank 
was organized it had three departments 
— Savings, Bond and Trust, leaving 
checking deposits and ordinary commer- 
cial banking to be conducted by the First 
National. This arrangement was a par- 
tial answer to those who criticised a 
combination of commercial and trust 
functions under the same banking char- 
ter. As a result the new bank was one 
with trust powers affiliated with an old 
bank that had over $89 million in de- 
posits, and an established clientele com- 
prising both banking and bond customers, 
thus affording a firm foundation for the 
acquisition of both personal and corporate 
trust business. 


The bank title was First Trust and 
Savings Bank until 1929. After its con- 
solidation with the Union Trust Com- 
pany in 1929 its name was changed to 
First Union Trust and Savings Bank, 
which continued until its consolidation 
with the First National in 1933. In ad- 
dition to the increase of its trust busi- 
ness by the Union Trust Company con- 
solidation in 1929, the business was fur- 
ther increased by the acquisition in 
1931 of the assets of the Foreman-State 
Trust and Savings Bank. 


The trust department opened with the 
bank December 28, 1903 and its small 
affairs were conducted by David V. Web- 
ster, assistant secretary until April 1, 
1904, when Louis Boisot, a well known 
Chicago lawyer, was made trust officer. 
He became vice president in 1916, retiring 
in 1922. The second head of the depart- 
ment was Roy C. Osgood, also a lawyer, 





Trust Department officers platform today 





Trust Department alone now occupies over 
70,000 square feet on fourth and fifth floors 
of First National Building. 


who joined the bank in 1906, was a vice 
president from 1919 until his retire- 
ment in 1945. The third and present 
head of the department is Thomas H. 
Beacom, who entered the department as 
a lawyer in 1924 and left to become the 
head of a trust department in Wichita, 
Kansas in 1928. He returned as trust of- 
ficer in 1931, became a vice president in 
1941, and the department head in 1946. 


In 1919 the department was given a 
divisional organization and its official 
staff was increased from three to seven. 
In 1930 the trust department established 
an investment division. At present its 
direct official management consists of 
eight vice presidents and twenty-eight 
junior officers. Upon the consolidation of 
the First National and the First Union 
Trust and Savings Bank in 1933, the 
officers and staff of the trust department 
were transferred to be officers and staff 
of the First National occupying like 
positions. 

When the department opened in 1903 
it occupied a small area at 115 Monroe 
Street on the first floor of the then com- 
pleted half of the First National Bank 
Building. The department moved to new 
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quarters in 1911, again in 1922, and in 
1926 to its present quarters on the fourth 
and fifth floors of the First National 
Bank Building, now occupying over 
70,000 square feet. 


By 1910 the trust business had so ex- 
panded that it became necessary to in- 
stall a complete addressograph system, 
particularly for its stock transfer di- 
vision, and this was followed by installa- 
tion of the most modern tabulating 
machine bookkeeping for both customers 
records and statements. In connection 
with the installation of this tabulating 
machinery, collaboration between the 
trust department and the makers of the 
machinery resulted in a number of tech- 
nical innovations that have improved the 
preparation and character of informa- 
tion presented to trust customers. 


The policy of the department in ac- 
cepting trust business was in strict con- 
formity with the progressive yet con- 
servative banking history of the First 
National Bank. Under the guidance of 
Louis Boisot and the advice of Orville 
Peckham, the general counsel of both 
banks, all new trust business that arose 
was thoroughly screened so that its ac- 
ceptance would enhance and not impair 
the older bank’s reputation for ethical 
and conservative business practices and 
under such conditions of well established 
trust administration procedure that it 
could be practically and successfully con- 
ducted without the assumption of im- 
proper burdens of liability to the insti- 
tution. The successive heads of the de- 
partment have followed the same policy. 
After Mr. Peckman left the bank in 1912, 
his successors in turn, Edward E. Brown, 
Harold V. Amberg, John W. Kearns, and 
C. W. Wilson, Jr. followed the same gen- 
eral practice of advising the department. 


As the department grew, the selection 
of officers followed a policy of choosing 
a substantial number of them who were 
members of the Bar in order better to 
coordinate the acceptance and conduct 
of trust affairs not only with the bank 
law department but with the lawyers 
representing the bank in the handling of 
trust administration for client. This 
plan not only aided the trust depart- 
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First’s Trust Department heads, past and present. 





Chairman “Ned” Brown presiding over one of pension group forums held in First 
National’s Directors Room, with key officers of bank and leading corporations. 


ment’s relations with the Chicago Bar, 
but was helpful in the formulation of 
satisfactory working practices between 
all Chicago corporate fiduciaries and the 
lawyers of the city. 


Like all newly established trust depart- 
ments, its income growth was slow but 
gradually accumulated in more than a 
normal momentum, and today it can be 
ranked as substantial among the trust 
institutions of Chicago. Its growth was 
accelerated in its opening years not only 
by the advantage of being allied with a 
commercial bank of known strength and 
experience but by an event which oc- 
curred two years after its establishment. 
At the time there were three banks in 
Chicago known as the “Walsh” banks. 
In 1905 they were closed by the State 
and Federal authorities when their lia- 
bilities amounted to $26 million. The Chi- 
cago Clearing House banks agreed to 
guarantee all deposits of these banks un- 
der a plan by which they would immedi- 
ately liquidate. The First Trust and Sav- 
ing Bank was made the agent of the 
Clearing House Association for the pur- 
pose of calling upon each Clearing House 
bank for its proportion of the money re- 
quired to meet the demands of depositors 
on the basis of capitalization. The assets 
of the banks were turned over to the 








THOMAS H. BEACOM 





trust department of the First Trust, to- 
gether with additional assets pledged 
by the directors of the three failed banks 
to be liquidated under an agreed plan. 
These assets were held by the trust de- 
partment until 1910 when they were 
distributed among the cooperating banks. 
This not only helped a young trust de- 
partment handle a substantial volume of 
business, but according to an historian 
of Chicago banking, this action of the 
Chicago Clearing House was unprece- 
dented in the annals of American finance. 


Since the beginning of the trust de- 
partment, it has opened approximately 
44,000 trust accounts of all classes; about 
14,000 remain open at the present time. 
The personal accounts now operative 
cover about 4,500 separate beneficiaries. 
All the accounts comprise the usual 
grouping of personal and corporate ac- 
counts of all classes and sizes, with a 
good average of smaller trusts such as 
are usually found in the trust depart- 
ments of large communities. The bank is 
now administering several very large ac- 
counts that were placed on the books 
shortly after the department opened, and 
one small account has been on its books 
since 1905. Of the active personal ac- 
counts, about 24% are under $25,000 in 
volume; about 15% range _ between 
$25,000 and $50,000, and about 17% be- 
tween $50,000 and $100,000; a substan- 
tial amount of the remainder are well 
over the million dollar size. 


The department has acquired a sub- 
stantial number of corporate trustee- 
ships of all classes. In the last few years 
it has received a very substantial volume 
of profit sharing accounts and pension 
funds. Among the notable events in the 
record of the bank was the establishing 
of a pension plan in 1899 for its officers 
and employees, which covers 2,223 of- 
ficers and employees in active service, 
and 432 pensioners. This pension fund 
has substantial assets and the bank has 
been assured by competent independent 
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advice that the fund is actuarily sound. 
In 1953 the pension fund was supple- 
mented by profit sharing fund covering 
the official and clerical force. The fact 
that the bank has a substantial pension 
fund of its own, in which it has had 
fifty-four years of operating experience, 
and a profit sharing fund, has helped 
it to attract trust accounts of this char- 
acter. The trust department has also had 
a substantial volume of charitable and 
educational accounts. 


First National’s official heads in suc- 
cession have become known in each gen- 


city’s and nation’s banking field. Edward 

. Brown is now Chairman, James B. 
Forgan (son of a former president) is 
Vice Chairman, and Homer J. Levingston 
is now President. 


P ‘ eration as high among the leaders in the 


As the trust department enters its sec- 
ond half century of service under their 
over-all guidance and the direction of 
Thomas H. Beacom, it promises to solidify 
its position among the leading fiduciary 
institutions of the United States. 


A A A 


Banking a Good Profession 


Printed copies of the address “Banking 
is a Good Profession” which William B. 
Hall, vice president of The Detroit Bank, 
made before the October annual meeting 
of the Financial Public Relations Asso- 
ciation, have been circulated to all the 
member banks of the Pennsylvania 
Bankers Association. The Educational 
Foundation of the P B A wrote, “Your 
Foundation Board feels that this talk — 
covering the banking profession, staff 
relations, recruitment of new employees 
—merits the close study of every banker.” 


Maine Fiduciaries Elect Walker 


The Corporate Fiduciaries Associa- 
tion of Maine elected new officers at its 
meeting on November 4th:— 


Pres.: Winthrop B. Walker, vice 


president and trust officer, Canal Na- 
tional Bank, Portland. 


Vice Pres.: Horace S. Stewart, Jr., 
trust officer, Merchants National 
Bank, Bangor. 


Secy-Treas.: Philip R. Powers, as- 
sistant trust officer, National Bank of 
Commerce, Portland. 


Mr. Walker spoke on “Common Stocks 
as a Long-Term Investment.” The din- 
ner speaker was Probate Judge Nathan- 
iel M. Haskell of Cumberland County, 
whose subject was “Furtherance of Ad- 
ministration of Justice Through the 
Probate Court.” 


A&A & A 


Mid-Continent 


Conference 
(Continued from page 899) 


rived, and take it out when it turns 
sour, tends to negative the value of stock 
indices or averages. Charts showing re- 
sults of constant ratio plans and a 
“green dragon” graph of buying and 
selling ranges illustrated these points. 


Several tests or checks for “when 
not to buy” common stocks were listed, 
but no manuscript was available of Mr. 
Yntema’s talk to provide exact details. 
He did, however, suggest that even a 





Ancillary Administration in Michigan 


This bank invites your consideration of its facilities to serve 
in situations requiring ancillary administration in Michigan. 
We also welcome the opportunity to work with out-of-state 
organizations as co-transfer agent, co-registrar and in all types 
of personal and corporate trust capacities. 


MANUFACTURERS NATIONAL BANK 


OF DETROIT 
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“defensive” program might well start 
with comparing corporate security 
yields with longest-term governments 
plus 144% since professional investors 
are expected to better “safest” results. 
He urged trustees to keep comparisons 
of performance with basic stock criteria 
such as Dow-Jones averages and not sit 
on the same stocks or percentages for 
an “offensive” portfolio, because so 
much variation was hidden in any aver- 
ages. 


“As Others See Us” 


In a change-of-pace luncheon address 
Professor Walter Johnson of the Uni- 
versity of Illinois stated that the danger 
of internal subversion is much more of 
a threat than external aggression of 
Communism in the Orient. Asia, he said, 
is fearful of Communism, but it also 
wants no more colonial empiracy. It is 
in process of a “revolution of rising ex- 
pectations” as they see tools which can 
open land and build productive plants 
and feel the right to “self-government” 
and equal prestige. 


“Stardust” 


The closing feature was a play Star- 
dust, written by Laflin C. Jones of 
Northwestern Mutual Life Insurance Co. 


Stardust is a one-act skit about a 
life member of the Million Dollar Round 
Table. He has got into a mental rut in 
which he has lost his interest in people 
and his spirit of cooperation, and has 
concentrated on piling up more sales 
and more income for himself. As the 
action develops, his wife reveals in 
conversation that she has ample com- 
forts and conveniences, but the home 
has lost its cheer. The family lawyer, 
after working with the underwriter on 
his own estate matters, compliments 
him on his material gains but criticizes 
the present attitude which, he says, has 
caused the underwriter to lose popular- 
ity and prestige in his own office. 


Then the son comes home from col- 
lege announcing that he has made up 
his mind to be a salesman after gradu- 
ation, but of material products, not in- 
surance, because he can see that his 
father is “just not a very happy guy. 
Next day the widow and son of a former 
client drop in to thank the underwriter 
for persuading the deceased husband 
and father to purchase life insurance. 
Their picture of his interest and enthu- 
siasm 18 years earlier gives the college 
student a new insight to his father’s 
character and revives the spirit of the 
underwriter who becomes again “a man 
with a mission.” 


TRUSTS AND ESTATES 


leak ahanan emanated 





we 


“ eRe te 
of the country have been 
: Of | AI PSS < Hanover Correspondents for 
| Ry over 50 years 


RESPONDENTS \T KEEPS 


= 


WOWN BY THE COR 
1 
1 
4 
A North Carolina 
~] 
: es Banker’s Compliment eee 
! I! : TI «, ,. 1 didnt intend to put you good folks to so 
aA a much trouble, but wish you 10 know that I sin- 5 ae 
1 TN geese cerely appreciate what you have done—and I +e] 
g ies 
| might add, you folks at The Hanover somehow cy 
me 
| 


fede ktd 


| A always do the right and nice thing.” 


Tt 
al | 


= 


| 





o © “ 


Member Federal Deposit Insurance Corporation 


al oe = = 


—_—- Ss wh we 6 
. 


5 DECEMBER 1953 








TRUST SCHOOL STRESSES NEW BUSINESS. COSTS and FEES 


HE DEVELOPMENT OF TRUST NEW 

business through cooperation with 
the banking department is both a chal- 
lenge and an opporiunity, John W. 
Clegg, Jr., assistant vice president of 
The Pennsylvania Company for Bank- 
ing & Trusts, Philadelphia, told more 
than 200 trustmen who gathered in 
Harrisburg November 5-6 for the Penn- 
sylvania Bankers Association Trust 
School. The keynote to success is mutual 
confidence and good communications, 
he said, and one of the big problems 
for banking and trustmen is to over- 
come the gap which exists because of 
differences in their background, experi- 
ences and motivations. The first step in 
closing that gap is to acknowledge its 
existence. Then efforts for true collab- 
oration can be put forth, and, with a 
clear recognition of the institution’s 
strength and weaknesses, positive action 
can be taken today to build for the suc- 
cess of tomorrow. 


Trustmen from 44 counties in Penn- 
sylvania attended the two-day workshop 
to study techniques in trust new busi- 
ness development as well as to exchange 
ideas on costs and charges. After being 
welcomed by Malvin F. Gstalder, chair- 
man of the P.B.A. Trust Division and 
vice president and trust officer of First 





Malvin F. Gstalder (standing left), Chairman of the Trust Division of the Pennsylvania 


National Bank, Williamsport, and hear- 
ing a summary of the first Trust Devel- 
opment School by A. M. MeNickle, 
chairman of the trust development com- 
mittee and vice president of Fidelity 
Trust Co., Pittsburgh, the trustmen 
turned to the two major addresses of 
the day — Mr. Clegg’s discussion of 
“Developing Trust Business through the 
Commercial Department” and “The 
Technique of Trust Business (Pre-ap- 
proach, Approach and Close of Sale)” 
presented by William J. Copeland, assist- 
ant vice president of Peoples First Na- 
tional Bank & Trust Co., Pittsburgh. 
Discussion periods led by Mr. McNickle 
followed each of the talks. 


Cost Accounting Important To 


Small Banks 


After twenty years of discussion the 
smaller trust departments — and over 
1,500 departments have trust assets of 
$1,000,000 or less — still have not 
attempted to ascertain whether they 
operate at a profit or a loss, James P. 
Nunemaker, trust officer of United 
States National Bank in Johnstown, told 
the students at the second day’s session. 
One reason for this, he said, was that 
some banks have “maintained” rather 
than “operated” trust departments 


Bankers Association, and vice president & trust officer, The First National Bank of 
Williamsport, discusses the opening program of the PBA Trust School with William J. 
Copeland (sitting left), assistant vice president, Peoples First National Bank & Trust Co., 
Pittsburgh; A. M. McNickle (standing right), vice president, Fidelity Trust Co., Pittsburgh; 
and John W. Clegg, Jr., assistant vice president, The Pennsylvania Co., Philadelphia. More 
than 200 trustmen from 44 counties in Pennsylvania attended the Trust School which was 
held at the Penn-Harris Hotel, Harrisburg, on November 5-6. 

Mr. Clegg addressed trustmen on the subject, “Developing Trust Business through 
the Commercial Department,” and Mr. Copeland discussed: the “Pre-Approach, Approach, 
and Close of Sale.” Mr. McNickle, Chairman of the PBA Trust Development Committee 
in charge of the opening session of the School, moderated a question and answer period 


after each address. 
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simply to render complete banking 
services, but without knowing, or per- 
haps caring, whether they had profits 
or losses. Often these departments are 
run on a part time basis. Another reason 
offered was that some banks know the 
trust department is losing money but 
do not try to correct it, simply because 
the bank as a whole is producing good 
earnings. This attitude should be cor- 
rected, he said, with the probable result 
of increased earnings as well as an 
accurate cost picture. 


The key to the situation is first, cost 
accounting; second, going after the 
business instead of waiting for it; and 
third, realistic fees based on knowledge 
of the costs. During a ten year period, 
the speaker said, it had been possible 
to reduce the losses of the small trust 
department of his institution, to im- 
prove the earnings, and finally to show 
a profit, which was the direct result of 
the A.B.A. Trust Division’s cost account- 
ing book. Now the department is ex- 
panding — not on guesswork, but on a 
sound budget and accurate allocation 
of expenses. The customers are better 
served, and at a fee commensurate with 
the cost of the department’s operation. 


A sample analysis of costs at the 
“Crossroads Bank & Trust Co.,” con- 
ducted as a case study demonstration, 
applied the principles of the A.B.A.’s 
“Recommended Cost Accounting Pro- 
cedure for a Small Trust Department” 
to the situation of trust departments of 
less than ten million dollars. This dem- 
onstration, conducted jointly by John 
M. Cookenbach, assistant vice president 
of The Pennsylvania Company, and 
Elmer C. Cates, secretary and trust off- 
cer of Doylestown Trust Co., developed 
seven steps to determine, respectively, 
direct salary costs of the trust depart- 
ment, the overhead factor, total direct 
salaries of the bank, all other direct 
expenses of the bank, percentage rela- 
tionship of trust department direct sal- 
aries to total direct salaries of the bank, 
the portion of the total of all other direct 
expenses of the bank applicable to the 
trust department, and the cost of an 
account. The demonstrators then showed 
how to apply cost figures to sample 
accounts with various market values and 
asset composition. 


The morning session was concluded 
with an address “Know Thyself” by 
Raymond W. Steber, vice president and 
trust officer, Warren Bank & Trust Co. 
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Fixing and Renegotiation 
of Fees 


“Personal Service Books and Fee 
Books” were discussed in the afternoon 
by John H. Zane, trust officer of Provi- 
dent Trust Co., Philadelphia, who de- 
scribed the different types of books 
under each of the two heads, and dis- 
cussed the advantages and disadvan- 
tages from the point of view of the 
customer as well as that of the bank. 
The speaker then presented a composite 
fee schedule for three types of fiduciary 
service, based on trust department re- 
plies to a special inquiry. 


Renegotiation of fees in old trust 
accounts which have been carried at a 
loss is not only fair to the customer and 
the bank, but from the bank’s point of 
view “is all pure gain,” and has been 
carried out by the four largest trust 
departments in Philadelphia “with most 
astonishing and satisfactory results,” 
Ralph D. Strong, assistant trust officer 
of Fidelity-Philadelphia Trust Co., said 
in his address. The support of manage- 
ment is an essential ingredient of such 
a program, especially as “even the presi- 
dent of the bank may be pressed into 
service on a particularly delicate or 
difficult situation,” and the appointment 
of one person, and only one, to conduct 
the program is equally important. It 
secures uniform treatment of all trusts, 
makes use of the skill which one person 
develops through the program, and 
provides an official whipping boy, 
which protects the friendly and confi- 
dential relationship built up over the 
years between individual clients and 
trust officers. 


While a detailed cost analysis is 
“the major weapon” in such a cam- 
paign, the speaker said six other items 
of information were needed: a fee agree- 
ment (if any), the investment record, 
the probable termination date, any cur- 
rent collateral business with the cus- 
tomer, reasonable expectancy of pros- 
pective business with him, and the per- 
son in the bank whose signature carries 
the most weight. With this information 
on hand, there may be some situation 
where it will seem imprudent to raise 
the question of increasing fees, although, 
the speaker said, “we take a very dim 


. View of carrying a trust on our books 


for any great length of time at a loss 
to ourselves with the mere expectation 
of profitable business in the future.” 


Related accounts — for the same 
beneficiary, or similar accounts for 
members of a family — should be 
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analyzed at the same time, Mr. Strong 
pointed out, but in general the renegoti- 
ation program should begin with the 


largest accounts where the greatest 
benefits are to be obtained. 

The approach to the customer can be 
made by personal interview or by letter. 
Except in unusual cases, the letter is 
preferable, according to Mr. Strong, 
because one can set down a logical pro- 


gression of ideas capped with a request: 


for approval, and it can serve as a 
basis for discussion if an interview is 
needed later. Only about 60% of bene- 
ficiaries will agree immediately, but per- 


sistence and tact will win over anotner 
20% or more. The custom at Fidelity- 
Philadelphia is to thank in writing the 
“kind and gracious 60%” and to pro- 
ceed as follows with the other 40%: If 
no reply is received within a month, 
send a gentle reminder, and continue 
reminders until a reply is received; 
place on a follow-up list for two years 
later those who say the request is fair 
but they can’t afford the increased fee; 
obtain reasons from those who say 
simply “I do not approve”; if there are 
complaints, examine the situation with 
painstaking care and make necessary 





6@A BOUT two years ago, after using your service 
“A on many years, I decided that we should 

send different mailings to special groups of 

trust prospects, instead of general mailings to our 


entire list. 


“You didn’t agree with me, so — while I 
didn’t start the new mailings that I favored — I 
stopped using your service for over a year. 


“Result: a tremendous drop in the number of 
wills naming our bank executor or trustee. 


“Even though we are again using your ser- 
vice, I am afraid it will take us many months to 


regain the ground we lost. 


“If I ever needed proof that your methods 
and material deserve continuous use, this experi- 


ence furnished it.” 


Without obligation, ask for a mail demonstration 
of a trust promotion program 
that should be a profitable investment 
for your bank. 
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PROPERTY 
IN 
CANADA 


The appointment of National 
Trust Company as ancil- 
lary administrator expe- 
dites the realization 
and transfer of 
American owned 
property in 
Canada. 


Enquiries Invited 


NATIONAL 
TRUST 
COMPANY 
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20 King Street East 
Toronto, Canada 
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Vancouver 
Calgary 


Assets Under Administration 
$392,000,000 
Annual Report on Request 


OUR TRUST DEPARTMENT 


offers you a complete 
personal and corporate 
trust service in 


Maryland. 


BALTIMORE 
NATIONAL 
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explanations; if a person comes into 
the office to discuss the letter, try to 
put him at ease, find a subject of mu- 
tual agreement, and use powers of 
persuasion. 


Mr. Strong pointed out that there will 
always be a few customers displeased, 
and perhaps some who revoke a trust 
or seek a new trustee. The affirmative 
results, however, are “astonishing,” he 
said. More than 80% of beneficiaries 
will agree to the increased fees. The 
speaker’s own institution, during the 
years of adjusting fees, has negotiated 
increases in income commissions from 
older trusts totaling over $380,000 a 
year. Some of these, to be sure, have 
since terminated. Indirectly, the fee- 
raising program gives education on the 
subject of fees to the present benefici- 
aries, who are the best source of new 
trust business, and by clearing up mis- 
understandings develops further good- 
will. 


A Committee on 
Costs and Charges 


In the final address of the School 
session — on Committee Controls of 
Costs and Charges — Maurice D. Hart- 
man, chairman of P.B.A.’s committee 
and vice president of Fidelity-Philadel- 
phia Trust Co., said that the practice of 
group judgment applied through com- 
mittee action had worked so well in the 
investment, trust officers’ and _ trust 
operations committees that his institu- 
tion had applied it also to trust depart- 
ment costs and charges. 


The Budget Committee for the de- 
partment, composed of three officers all 
of whom are members of the Trust 
Operations Committee and _ therefore 
familiar with all department units, an- 
nually compares actual expenses with 
the budget previously forecast. It then 
invites unit heads, one at a time, to 
consider the application of this study 
to their own units. This procedure goes 
beyond the mere fixing of a budget, and 
becomes an efficiency study of the unit, 
giving each unit head an opportunity 
to present complaints or to offer sug- 
gestions for improvements to respon- 
sible trust department officers. The com- 
mittee then makes allowance for anti- 
cipated salary changes and other ex- 
pected variations in costs, and makes 
the budget decisions for the following 
year. 


The Fees Committee processes all new 
accounts coming into the trust depart- 
ment and all accounts passing out in 
distribution, including determination of 





the terminal charge which must meet 
the approval of the parties in interest 
or of the court. The trust officer in 
charge of each account considered gives 
the Committee all pertinent data to- 
gether with his own recommendation as 
to compensation. The Committee then 
decides what to do about such matters 
as the cost of interim accountings, ap- 
portionment of stock dividends and 
profits from sales, the care of incom- 
petents, unusual services in tax account- 
ing, and the management of a private 
business. 


A committee of this kind gradually 
develops a great deal of technique in 
handling difficult and unusual situa- 
tions, the speaker pointed out, and it 
backs up the individual trust officer in 
fixing the charge for a difficult case. 
Moreover, the knowledge that he will 
have to face the Committee with every 
case keeps the individual trust officer 
more alert to the question of company 
compensation. In a small institution, 
officers from the banking department 
could be included on a fees committee, 
the speaker suggested, and in that way 
they would also become informed as to 
the problems that trust officers face and 
be able to talk to banking customers 
about their estates. 


A A A 


Kiplinger Describes Duties of 
Executors 


If you were selecting someone to 
handle all your personal affairs and 
“not bother you with so much as a 
question,” according to the September 
Changing Times, you would want to 
know about their experience and train- 
ing, their skill in handling money, their 
sense of responsibility, how they would 
get along with the family, and their 
ability to make good any sums lost 
through mistakes and negligence. Yet 
many people select an executor — “an 
almost identical job” — with hardly a 
moment’s consideration. 


The article discusses the appointment, 
bonding and powers of an executor, as 
well as his major duties. It states some 
of the advantages in each case if the 
selection falls upon a spouse, a close 
relative, one’s lawyer or a bank or trust 
company. The nomination of co-execu- 
tors also is considered, and the reader 
is advised to go into the whole subject 
at length — including conference with 
any potential nominee — before insert- 
ing the executor’s name in the will. 
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The Chase offers trust officers and others acting in 
fiduciary capacities a well rounded service in this 
type of investment. Inquiries will receive the per- 


sonal attention of experienced officers. - 


Bond Department 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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Power OF INTEREST RATES 


Casting aside all other market influ- 
ences and studying the performance of 
the stock market since the January top 
and considering only interest rates and 
Federal Reserve Board action during 
that period, we find some interesting 
and enlightening results. The great 
market surge from the industrial low 
close of 92.92 on April 28, 1942 to the 
January 5, 1953 high close of 293.79 
developed under an easy money policy. 
During the war the Federal Reserve 
Board on occasion took action to stem 
undue inflation by tightening reserve 
requirements, raising interest rates, cur- 
tailing installment buying, and raising 
margin requirements to 100%. The war 
over, easy money policies were resumed 
and margins reduced. That was the sit- 
uation in early January 1953. 


The new administration having taken 
a stand against inflation and believing 
that it was getting out of hand, decided 
to take measures to bring about at least 
moderate deflation. The plan was suc- 
cessful, was accelerated, and by Septem- 
ber had reached a point where a re- 
versal of policy became necessary both 
for economic and political reasons. 


The performance of the stock market 
since January in gear with the defla- 
tionary and_ inflationary monetary 
moves, is interesting: 


1. Effective January 16 (D. J. In- 
dustrial Average about 288), Federal 
Reserve loaning rates were raised 
from 1%% to 2%. January 25, Mem- 
ber Bank Reserve requirements were 
raised. The industrial average moved 
narrowly for about 2 weeks, then 
dropped to around 282. The Federal 
Reserve Board on February 15 re- 
duced margins from 75% to 50%. A 
rally ensued to about 290 in mid 
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. Memos . 


March and then the industrial aver- 
age fell back to about 269 in April. 


2. During April, call loans went 
from 2%% to 3%. There was no im- 
mediate adverse effect and the indus- 
trial average rallied to about 278. 


3. On May 1 the Treasury sold $1 
billion 30-year bonds at the high rate 
of 3%%. 


4. In May, banks raised the prime 
rate to 34% and brokerage houses 
marked up margin requirements. A 
sharp market decline immediately 
commenced which carried the indus- 
trial average down to the June 16 
low of 262.88. On July 9, Member 
Bank Reserve requirements were low- 
ered. A technical rally followed term- 
inating August 13 at 276.74. From 
there the market started the plunge 
which carried it to the September 14 
low close of 255.49. 


5. Policy Reversed. During that 
low week the Federal Reserve com- 
menced the buying of short-term 
treasury bills and on September 17 
the Banks of England and France re- 
duced their discount rates from 4% 
to 342%. The stock market began to 
recover. 


6. On Friday September 25 the 
Treasury terminated the sale of Series 
B Savings Notes (2.16% - 2.47%) and 
announced a new issue for October 1 
at a lower rate. By October 1 the 
industrial average was up to about 
266. 


7. In the week ending October 10 
a $1.5 billion issue of 91 day bills sold 


.. Porttolio Studies .. 
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at an average yield of 1.397% — the 

lowest borrowing cost since March 1, 

1951. Commercial paper rates were 

lowered 1/8%, the first reduction in 

over 2 years. 

8. In the week ending October 24 
the “Big 3” finance companies reduced 
their commercial paper rates to 24%% 
for 30-89 day notes and to 2%% for 
9 months notes. The Treasury 31%4’s 
advanced to 103:30 bid. The indus- 
trials closed that week around 275. 
Since then the industrial average has 
scored a high of 281.37 on November 
30. 

Market action of course is not entire- 
ly controlled by money rates and meas- 
ures taken by the Federal Reserve and 
the Treasury, but the foregoing record 
indicates that money management is a 
powerful influence. 


A cheap money policy at the moment 
is in vogue and has apparently helped 
stem what might have been a disastrous 
collapse in the securities markets. It is 
reassuring to observe that monetary 
control can play such an important part 
in coping with both inflation and defla- 
tion. 


Not much change in interest rates or 
Federal Reserve action is looked for in 
the near future. Measures taken to date 
are working satisfactorily. But if market 
reaction sets in and the lows of Septem- 
ber are threatened or broken, the writer 
would look for “fiscal and credit meas- 
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ures” to be taken to stem the deflation, 
such as lowering the rate on Federal 
Reserve loans to member banks, fol- 
lowed by lowering the prime rate and 
the loaning rates of banks and brokers. 
It is also possible, if the supply of loan- 
able funds increases, that interest rates 
might be lowered while market condi- 
tions are good. Assuming that mone- 
tary controls will from now on be care- 
fully utilized, the writer looks for steady, 
though possibly irregular improvement 
for some time to come, with new highs 
in the industrial average an eventual 
possibility. 

WaLpo M. ALLEN, 

MITCHELL, HUTCHINS & Co., CHICAGO 


THE ForRECASTERS’ DicTIONARY* 


“Recession,” “depression,” “rolling 
adjustment,” “shakedown,” “downturn,” 
“slump,” “slide-off” — all these ex- 
pressions have been heard ever so often 
in recent months. At times it seems 
that the prophets are at odds, one pre- 
dicting a “moderate down-turn” and an- 
other foreseeing “a strong economy that 
can weather an adjustment period.” 
A look at their estimates may show that 
they expect similar developments. 

Recession and Depression are gener- 
ally used to indicate a period of wide- 
spread depressed activity. The differ- 
ences are largely of degree: a recession 
that develops into a prolonged period 
of declining economic activity becomes 
—by definition—a depression. In past 
periods of declining business activity, 
such as 1929-33, 1937-38, and 1948-49, 
events of the first period are unani- 
mously described as a depression, while 
the latter two periods are generally 
called recessions. 

For example, here is an article that 
calls the 1948-49 downturn in business 
activity a general readjustment; here’s 
one that refers to the same period as 
an inventory adjustment, and still an- 
other one that terms it an inventory 
recession. Finally, for purposes of 
illustration, here’s one that identifies the 
1948-49 period as a recession, an ad- 
justment, and a readjustment. 

So long as we are talking of past 
periods of business activity the lack of 
unanimity in terminology is not so mis- 
leading. The figures are available to 
measure the changes that actually 
occurred. The rub comes when a fore- 
cast is couched in terms of an expected 
recession — adjustment — shakeout — 
unaccompanies by arithmetical  esti- 
mates of the expected changes. 


FEDERAL RESERVE BANK OF RICHMOND 
Monthly Review, Nov. 1953 


es 


*See chart on page 924. 
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Marker Not Atways Goop 
FORECASTER 


Forecasts as to the course of 1954 
business differ but predominant opinion 
favors a mild recession in total demand 
for goods and services. The decline of 
security prices from January to Septem- 
ber 1953 has been taken as an expres- 
sion of investors’ concern over impend- 
ing unfavorable developments. Whether 
the D.J.1.A. decline from January to 
September and the recovery to 280 is a 
technical correction or a reversal of the 
downward trend is a matter of specula- 
tion. 





Experience shows that the stock mag- 
ket does not necessarily predict changes 
in business activity. For example, in 
1940-1942, security prices declined sub- 
stantially while the level of business at- 
tained boom proportions. Again, while 
business prospered during 1946-1948, 
the stock market broke in 1946 and re- 
mained depressed through the middle of 
1949. The bear market of 1940-1942 is 
explained by the concern of the invest- 
ing public over the outcome of the war. 
The bearish behavior of stock prices in 
1946-1948 in the face of sustained high 


(Continued on page 927) 
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In the favorable category are the 
expected continuance of high average 
earnings into the first quarter of 1954, 
forthcoming tax reductions, which will 
increase spendable incomes after the 
turn of the year, proposals for tax re- 
duction on dividends and capital gains 
to come before Congress, and the rela- 
tively strong financial position of most 
corporations. On the unfavorable side, 
the principal fear is of an inventory 
jam in durable goods which would 
cause hard-pressed dealers to unload at 
distress prices, when and if demand 
eases off later in 1954. Sellers markets 
are over for virtually every business, 
and as competition becomes keener, we 
are likely to see absorption of smaller 
companies by larger ones. This has 
already taken place in the motor, paper 
and tobacco industries and is generally 
expected in the over-crowded textile 


field. 


Property INSURANCE STOCKS 
While the dividend yields of fire and 


casualty company stocks as a class are 
relatively low, the pronounced stability 
of this business and its strongly estab- 
lished growth characteristics continue to 
hold the interest of conservative insti- 
tutional investors. 


Investment income of insurance com- 
panies has shown a steady expansion 
accompanied by a rise in invested assets 
resulting from the reinvestment of un- 
derwriting profits and investment in- 
come in excess of dividend payments. 
The excellent management records of 
many companies over the years have 
demonstrated outstanding investment 
ability in both good and bad times and 
stocks of such companies have been 
replacing more volatile holdings in 
many portfolios for a year or more 
when available at the right price. 


UNDERCURRENT OF OPTIMISM 


For the first time since this column 
began, trust officers, managers of some 
leading investment funds, and buyers 
for property insurance companies are 
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not far apart in their appraisal of the 
stock market. Earlier in the year, and 
as late as August, New York banks were 
extremely cautious about common 
stocks. They bought little except in 
under-valued situations. 


Now they are taking what one of 
them termed “a more realistic view of 
common stocks” and adding a little to 
their holdings each week. What appar- 
ently turned the tide from pessimism to 
optimism, was the Administration’s re- 
action to the November elections. Wash- 
ington now seems less attentive to guid- 
ance from the conservative group and 
plans to conduct polls to gain a better 
idea of majority opinion. This, of 
course, is in line with methods followed 


by the New Deal and Fair Deal. 


Buyers for the pension funds, who 
at times during 1953 have been out of 
the stock market entirely, and at other 
times have confined purchases to about 
10% of the total, are now allocating 
20-25% to equities, with exceptions, of 
course. In certain larger pension trusts, 
which take a very long-term view, dollar- 
averaging has continued during the year. 


Pension trust buyers at this time are 
not accumulating defensive stocks, such 
as the utilities and foods, but are select- 
ing industries with better-than-average 
growth prospects. Among the industries 
mentioned are chemical, paper, business 
equipment, oil, tire and rubber, and 
insurance stocks at prices below liquid- 
ating value. 


Impact OF INSTITUTIONAL BUYING 


While it is impossible to give an 
accurate estimate of the annual dollar 
volume of institutional investment in 
equities, we can arrive at a good guess 
by expert estimate in each field. On this 
basis, 1953 volume amounts to about 
$1-billion. Assuming a 1953 turnover 
of 139 on the New York Stock Ex- 
change upon a listed value for shares 
of about $120-billion, total turnover is 
more than $15-billion. Thus, institutions 
accounted for at least 6% of estimated 
volume, including intra-day trading. 





How was this distributed? Perhaps 
it accounted for 30% of the buying in 
one group and none in another. Pension 
trust buying is particularly important as 
the stocks are taken out of the floating 
supply for long-term holding. The re- 
cent sharp advance in the price of Gen- 
eral Electric was not due to direct insti- 
tutional buying but accumulation by 
institutions had reduced the supply, 
leaving the stock susceptible to buying 
which reached for it. 


MippLe INCOME “INVESTORS CLUB” 


The evolution in Wall Street’s attitude 
and methods over the past -quarter 
century has been pointed up by many 
developments, with the outstanding 
characteristic the accent upon appeal to 
the moderate income earner. As _ the 
public’s savings have tended, however, 
more and more to institutional invest- 
ment management, volume in both bond 
and stock markets has declined and the 
New York Stock Exchange has done 
some intensive master-minding about 
how this condition could be bettered, 
as witnessed by the numerous surveys 
and studies under their auspices, one 
result of which has been the so-called 
Funston Plan for installment purchase 
of listed securities. Although, as _ re- 
ported in this column three months ago, 
it had been hoped that this Plan might 
be inaugurated around October, it will 
not be launched until around the end 
of January. 


A new entrant was announced during 
November in the “Middle Income 
Sweepstakes” under the style of In- 
vestors Club, Inc., and sponsored by 
the New York Stock Exchange firm of 
Eisele & King, Libaire, Stout & Co. The 
plan contemplates a down payment plus 
fixed monthly contributions over a 
stated period in any one or more of a 
list of approved stocks. The problem 
has always been to handle small lots 
at a profit but through use of a book of 
pre-punched tickets which accompany 
each remittance it is claimed that this 
simplified securities budget plan can 
be made to pay. The plan embraces the 
dollar averaging principle. The initial 
response, obviously still in process of 
evaluation, is said to be most encourag- 
ing. 

The use of the club plan and material 
is available to other firms by arrange- 
ment and, if this approach should prove 
as effective as the Christmas Club has 
been in the savings field, it could mark 
another stabilizing influence in_ the 
market. 
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Lire INSURANCE Stock Ho.pincs Up 


The growing importance of the life 
insurance field as a capital source is 
shown by a compilation of investments 
for the first nine months of 1953 of 
nearly $3.6 billion in new money, or an 
annual rate of over $5 billion. Together 
with reinvestment of maturing obliga- 
tions, these companies placed nearly 
$9.7 billion in this period, according to 
the Institute of Life Insurance. 

Mortgage acquisitions of nearly $3.2 
billion maintained their traditional lead 
while municipal and public utility obli- 
gations ranked first in the bond group. 
Governments, railroads and industrials 
were less heavily bought than in the 
same 1952 span. Purchases of preferred 
and common stocks were above the pre- 
ceding year. 


PriIvATE PENSION PLANS TOTAL 
$17 BILLION 


Despite lack of exact data upon pen- 
sion plan totals, it is estimated that 
these are today in excess of $17 billion 
and are showing a total annual incre- 
ment of between $2-$214 billion, or 
perhaps about one-fifth of the net an- 
nual savings growth through other ma- 
jor financial institutions. The number 
of plans has mushroomed to over 15,000 
or more than double those in force at 
the end of World War II, according to 
estimates in the Monthly Review of the 
Federal Reserve Bank of New York. 

While life insurance companies are 
said to handle around 90% of existing 
plans numerically, presumably because 
of ease of administration, trusteed or 
self-administered plans represent more 
than 50% of the dollar total. 


G. M. Orrertnc Sets REcorpDs 


The $300 million offering on Decem- 
ber 9th of General Motors Corp. 314% 
debentures of 1979 set several records 
in the financing field. It is the largest 
corporate issue ever underwritten for 
public offering, it will constitute the 
only funded debt of the world’s largest 
motor car manufacturer and will be the 
only obligation of a manufacturing com- 
pany to enjoy the highest rating of lead- 
ing statistical organizations. Lastly,’ the 
underwriting group of 298 investment 
firms is the largest ever managed by 
Morgan Stanley & Co. 

Heavy buying interest was in evi- 
dence from all segments of the institu- 
tional market at offering, with private 
and public pension funds among promi- 
nent takers, followed by life insurance 
companies, savings banks and other sub- 
stantial investing groups. 
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DOW-JONES AVERAGES 


Dec.1 Nov.2 Dec.1 
1953 1953 1952 
30 Industrials 281.10 276.72 283.70 
20 Railroads 98.91 97.02 108.02 
15 Utilities 52.52 51.39 51.66 
65 Stocks 107.52 105.61 110.48 
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(Continued from page 925) 
business activity combined with infla- 
tion of the price level has still to be 
explained adequately in rational terms. 
Over the longer term, of course, stock 
prices tend to fall in line with the actual 
earning capacity of industry and its divi- 
dend pay-out. As indicated, however, 
the discrepancy between market behavior 
and business performance may be pro- 
nounced over a prolonged period. 


Even if a business recession should 
materialize in 1954 this would not neces- 
sarily be reflected by a decline of the 
D.J.1.A. below the 240-294 range. It may 
be recalled that the D.J.I.A. has been 
within this area ever since the beginning 
of 1951. During 1951, when it ranged 
from 239 to 276, the F.R.B. index of in- 
dustrial production averaged 220 or not 
much above the level which business is 
expected to average in 1954. 


The excess profits tax, in effect 
throughout 1951, will no longer apply 
in 1954, Thus, corporate earnings after 
taxes should tend to be higher in 1954 
than they were at a similar level of busi- 
ness activity in 1951. Finally, we cannot 
overlook the fact that inflationary tend- 
encies may become predominant again 
in the U. S. economy. Investors may 
buy common stocks as a hedge against 
inflation even in the face of a tempor- 
ary business recession. 


In view of the possibility that the 
market would react to a business reces- 
sion by a side-wise movement rather 
than by a substantial break, selectivity 
rather than postponement appears the 
suitable investment policy. Many cycli- 
cal issues are currently at depressed 
prices which appear to discount reduced 
earnings. Genuine growth situations 
continue attractive because of their ex- 
pected better than average performance 
in times of decline. Finally, at current 
levels the market does not fully take 
into account the intrinsic value of many 
issues, in terms of liberal yield, amply 
covered by current and _ prospective 
earnings, combined with good financial 
position. 


BACHE & Co. 
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FAVORITE EQUITIES IN CANADIAN TRUST ACCOUNTS 


the most favored stock investments 
for discretionary trust and agency ac- 
counts of thirteen of the leading Cana- 
dian trust institutions as of recent date, 
based upon a review of their records, 
indicates no marked change in their 
range of selection since the previously 


published list.7 


The basis of inclusion is appearance 
upon at least three lists. Sixty names 
appear in the common stock classifica- 
tion, five under Class A, and 14 in the 
preferred category. With elimination of 
duplication for various stock classes, 65 
corporations are listed. Among the 
companies previously included, 12 ap- 
peared on a greater number of common 
stock lists and 23 were less popular, 
while five new names appeared and 
eight fell below the minimum and were 
eliminated. In the Class A and pre- 
ferred groups, four new names were 
included and four displaced. Generally, 
however, no marked trend is indicated 
by the listing although substantial 
changes may have taken place in the 
amounts of these stocks held for invest- 
ment. Only slight variations occurred 
among the 13 “blue chip” companies 
appearing in ten or more holdings. 


§ bee FOLLOWING COMPILATION OF 


It is our pleasure to express sincere 
appreciation once again for the cooper- 
ation of our Canadian friends. 


+See T&E, June 1953, page 444. 
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ACROSS CANADA 


FROM COAST TO COAST 


WITH OFFICES READY TO SERVE YOU AT—_ ST. JOHN'S, NFLD. 
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with assets requiring administra- 
tion or transmission in Canada. 
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Common Stocks 


Abitibi Power & Paper 5 
0 RES: & RD eS etek OE 8 
0 EEE 2 SE ae 6 
‘ Bank a@ Moatral _..___._.... 10 
Bank of Nova Scotia __........._. 8 
Doe of Teen. 7 
Ben Tae oF... 13 
Brazilian Traction Lght. & Pr. _ 10 
British American Oil _...... 13 
British Columbia Power __... 3* 
Bulane Products —_$$$__.__. 7 
yo: ee ee 3* 
Canadian Bank of Commerce _.. 10 
Canadian Breweries _.............. 5 
Canadian Celanese __.......... 8 
Canadian Industries _ 5 
Canadian Pacific Railway 11 
Consol. Mining & Smelting —__ 12 
Consolidated Paper —.._----_-__. 13 


Consumers Gas (Toronto) —. 6 
Distillers Corp. — Seagram ___. 9 
Danes See 5 
Dominion Bridge — 6 
Dominion Foundries & Steel _. 5 
Dominion Oilcloth & Linoleum. 3 
Dominion Tar and Chemical _. 7 
Dominion Textile —............ 7 
Fraser Companies, Ltd. _.___. 3 
Gatineau Power __. oe | 
Gypsum, Lime & Alabastine ao ae 
Hollinger Consol. Gold Mines _. 6 
Howard Smith Paper Mills ___ 5 
Hudson Bay Mining & Smelting 6 


Imperial Bank of Canada ___ 4 
imperial Cn SL ... 
Imperial Tobacco —...__.......... 8 
International Nickel —...__. 13 
International Paper —....____. 5 
International Petroleum 5 


Kerr Addison Gold Mines _....._ 5 


*Addition to previously published list. 


HALIFAX, N.S. 
SAINT JOHN, N.B. 
QUEBEC, QUE. 
MONTREAL, QUE. 
OTTAWA, ONT. 
TORONTO, ONT. 
LONDON, ONT. 
HAMILTON, ONT. 
WINNIPEG, MAN. 
CALGARY, ALTA. 
EDMONTON, ALTA, 
VANCOUVER, B.C, 
VICTORIA, B.C. 


MONTREAL 












Loblaw Groceterias “B” _..._. 3 
eS a 3* 
Massey-lerre 6 
McColl-Frontenac Oil __...______. 7 
Montreal Locomotive ___.......... 3* 
pe FE ae AER es ee 8 
National Steel Car 3 
Noranda Mines 11 
Ogilvie Flour Mills — 4 
Page Hersey Tubes —__.___. ‘ j 
power Gaver 8 
Power Corp. of Canada _____.. 3 
ne 6 
Royal Bank of Canada _.._.____. pe | 
Russell Industries —.-....__. 6 
Shawinigan Water & Power _. 9 
Steel Co. of Canada —.....__-_ 11 
ee Gi ot ee 3 
Hiram Walker, Gooderham 

Oe 9 
Wright Hargreaves Mines 3* 

Class ‘A’ Stocks 

Bathurst Power & Paper ___. 3* 
British Columbia Power __.. 3 
Ford Motor Co. of Canada _____. 8 
Loblaw Groceterias __-.. 5 
United Fuel Investments ____.. 3 


Preferred Stocks 


Abitibi Power & Paper _......... 9 
Aluminum Co. of Canada _.... 9 
Aluminum Co. of Canada __. 7 
British Columbia Electric —_ 8 
Canada Cement 3 
Canadian Celanese ss & 
Dominion Tar & Chemical aor 
Gatineau Power : Pee 
Goodyear Tire & Rubber phase Lalani 
Howard Smith Paper Mills... 4 
Imperial Tobacco pla Aset os ae 
McColl-Frontenac Oil | og ees.) aa 
Power Corp. of Canada ________.. 3 
Shawinigan Water & Power 6 
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Public Curator of Queensland 
Reports 


The intake of new work during the 
fiscal year ended June 30, 1953, was ex- 
ceptionally heavy, with 3,924 new estates 
and matters received, Alan Ford, Public 
Curator of Queensland, Australia, stated 
in his annual report recently received. 
The number finalised was 3,278, leaving 
on hand at June 30 a total of 10,215 ac- 
counts with total value of £9,973,300, the 
bulk of which was in 2,610 testate ac- 
counts valued at £4,727,791. 


While the office has been in existence 
since 1916, the greatest development has 
been in the last eight years. Annual 
revenue for fiscal 1945 reached £115,000 
— then a record — but in the past year 
was £228,000, an increase of almost 
100%. The office now holds 91,746 wills 
of which 6,465 were prepared during the 
year. 
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_ ComMON StocK OR FIXED INCOME SECURITIES? 


Management Appraisal Vital Element 


sree 


7 rep ac rn 


CORLISS D. ANDERSON 


Partner, Duff, Anderson & Clark, Investment Counsel, Chicago 


any widespread debate as to whether 
common stocks are suitable for trust 
investments. More than 30 of the 48 
states of the Union have adopted the 
Prudent Man Rule, however, widespread 
ownership of common stocks is really 
quite new. 


| TAKE IT THAT THERE IS NO LONGER 


Reducing man’s time on the earth to 
a span of 50 years, the time would have 
been used as follows: 


49 of these 50 years would have 
been spent in a primitive agricultural 
state, 


Writing got started six months ago, 
Christianity is two months old, 
Printing is two weeks of age, 


Electricity has been in use about 
24 hours, and 


The widespread ownership and in- 
terest in common stocks began but 

a few minutes ago. 

The low interest rates since the mid 
30’s have probably been the most com- 
pelling reason for investing in Common 
pellin greason for investing in common 
stocks. The purchasing power of the 
dollar itself, however, was cut in half, 
thereby compounding the income needs 
of those who live by the return on in- 
vested capital. 


Income — steady and even increas- 
ing income — seems to be the key to 
beneficiaries’ problems and to stabiliz- 
ing the market value of an equity in- 
vestment. Not only are present benefi- 
ciaries served well but remaindermen, 
too, when a stock can justifiably con- 
tinue to pay dividends year after year. 
Market value tends to reflect this ability. 


Dividend Income Flexible 


Using the 30 Dow-Jones Industrials 
as typical of the best quality stocks in 
industry, we find that the dividend dis- 
bursements of these various stocks, on 
the average, give a fairly close parallel 
to the cost of living — except in deep 
depressions. Taking 1947-1949 as “100” 





From address before Mid-Continent Trust Con- 
ference, Chicago, Nov. 6, 1953. 
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for both the cost of living and dividends, 
the indices run like this: 


Year Cost of Living Dividends 
1933 55 30 
1936 59 63 
1938 60 45 
1940 60 63 
1944 75 60 
1948 103 103 
1950 103 144 
1953 114 142 


In spite of all we may hear to the 
contrary, the division of the national 
product between labor and capital re- 
mains quite constant. 


Perhaps a real educational job needs 
to be done. Many people have learned 
about common stocks through a specu- 
lative, highly margined account in the 
late 1920’s or, at the other extreme per- 
haps, through the lucky investment of 
a small sum that has skyrocketed in 
value, thus sharpening the taste for a 
like experience. 


Investment brokers and dealers and 
especially those who manage and pro- 
mote investment trusts have probably 
done the most outstanding job of edu- 
cating the public on equities. Now that 
individual trust accounts are greatly 
dependent upon comon stocks for in- 
come — is it not time for the banks to 
prepare a uniform but unique type of 
booklet which might do three things; 


1. Let potential creators of trusts 
know that you don’t restrict your in- 
vestments to 3% Governments and 
24%2% municipals. Rather, that you 
are and have for years been putting 
a portion of trust monies into the 
better-grade common stocks. 


2. Inform your public of the es- 
sential nature and investment char- 
acteristics of bonds, preferred stocks 
and common stocks. 


3. Describe the risks of equities, 
on the one hand, and the opportuni- 
ties, on the other, for long-term in- 
creased income which they provide. 


It is only within the last 20 years 


that we have had the benefit of sales 
figures on many companies. It is only 
within the last decade that companies 
have really begun to tell stockholders 
and professional investors the story of 
their products and processes and meth- 
ods, their sales promotion activities and 
other aspects of the business which all 
lead toward an understanding of what 
makes the business successful and what 
hurts it. This open door policy must 
continue and even be broadened. 


There are very few publicly-owned 
situations where a qualified investor or 
his adviser can’t pick up the telephone 
and talk to one of the company’s top 
executives about pertinent matters con- 
cerning that company. A letter will 
oftentimes serve as well although most 
executives talk more freely in person 
or over the phone than they write. I 
can see the day coming when it will be 
commonplace for a substantial, publicly- 
owned company to have a vice president 
for stockholder relations. 


Scientific Developments 


Quite often new and important sci- 
entific achievements — with tremend- 
ous profit possibilities — come from 
companies little known to the sophisti- 
cated buyer. For example, Chas. Pfizer 
Co. was little known nor appreciated 
in 1942 when its shares were just offered 
to the public. Yet this relatively small 
concern solved the problem of mass- 
producing penicillin so urgently needed 
by our military forces. 


This investment world has become so 
complicated that every trust department 
of substantial size will need specialists, 
or the services of agencies having those 
specialists, who have been trained in 
chemistry, physics, medicine, geology, 
electricity and many other of the pure 
sciences so that they may interpret to 
investment managers what is going on 
in the physical world — to the end that 
we can understand the implications to 
our economic world. My advice to a 
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young man in college who plans to enter 
the field of investment is to take all the 
chemistry and physics and sciences he 
can; even go to work for an industrial 
company for a few years before taking 
up his chosen profession of investment. 


Management Vital Element 


As each of us grows older, we are 
prone to lose our curiosity; our spirit 
of inquiry is dimmed. Actually, the 
world is moving so much more rapidly 
now than it ever has before that we must 
keep continuously on the ball. A recent 
survey was made among 43 large and 
important investors — banks, insurance 
companies, large investors of all kinds. 
They were asked the five most impor- 
tant points in selecting specific common 
stocks for investment. The most fre- 
quently mentioned criterion was man- 
agement — 34 times to be exact. Divi- 
dends were second, financial position 
third, earnings fourth, and _ capital 
structure fifth. 

I am one of those old-fashioned people 
who think that management ought to 
have a stake in the business—either in 
profit-sharing or through ownership. It 
is not easy—but it is not impossible, 
either—to determine whether the man- 
agement of a given company is above 
average, about average, or below. By 


checking with some of your own bank 
contacts; with outside independent or- 
ganizations, with industrial competitors 
and other sources, you can soon get a 
clue as to the type of people who are 
running a given situation. It is better 
to spend some of our time on making 
sure of the people rather than spending 
all of our time trying to guess whether 
a new process or a new product is like- 
ly to succeed. Knowing management 
well is also the best insurance against 
selling out a common stock—at an un- 
fortunate time and likewise at an un- 
fortunate price. I often think of Sun- 
beam management here in Chicago; 
whenever times look bad, they just work 
that much harder. We ought to be as 
careful in selecting and -keeping track 
of the people who run our companies 
as we are in knowing our doctor or our 
lawyer or our banker. Poor management 
in a good industry can do pretty well 
for a while. Able management in a poor 
industry can look pretty good, too. But 
it takes good management in a good 
industry to produce the results justify- 
ing conservative common stock invest- 
ment. 


Watch Financial Policies 


Corporations generally have been 
fairly conservative in recent years in 





Trust Companies and other Financial Institutions 
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“Financial Statistics available upon request” 
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declaring common dividends—about 55 
per cent of earnings. I have the feeling 
that many corporate managers are con- 
vinced that extra dividends are not 
doing very much good for their stock— 
omitting the stockholders for the mo- 
ment—and these managers would rather 
hold or increase the regular rate and 
then maintain it. This kind of thinking 
is helpful and beneficial to your trusts. 
Passing a dividend or reducing it sharp- 
ly leaves a scar that seldom completely 
heals. 


Some of us may have neglected to 
watch the growth of debt in a company, 
or perhaps the issuance of substantial 
amounts of preferred stock, and even 
the long-term rentals which a company 
may have incurred on property sale 
and leasebacks. Debi is usually incurred 
during times of inflation and of prosper- 
ity; it oftentimes is paid off during 
periods of more moderate business activ- 
ity and lower earnings. Sinking funds 
look small enough in the prospectus, 
but they can appear very large in prac- 
tice. When a management has to decide 
between dividends on the common and 
the payment of a sinking fund on a 
bond issue, there is no question as to 
who gets the money. Incidentally, in- 
vestors ought to study the indenture 
provisions in those cases where our 
companies have borrowed money. 


Some common stocks have the income 
characteristics of bonds and of pre- 
ferreds. | am thinking of those corpo- 
rations whose capitalization is entirely 
or almost all in common stocks, such as 
du Pont, General Motors, General Elec- 
tric, Minnesota Mining, Eastman Kodak. 


and Proctor & Gamble. 


Companies without senior securities 
have no sinking funds to meet, and dur- 
ing depressed times their cash resources 
may actually be building up through 
depreciation and other noncash items. 
Part of the common dividend that such 
companies can pay will be equivalent in 
nature to the interest and preferred di- 
vidends that heavily capitalized com- 
panies are having to meet. 


The penalty that you pay for achiev- 
ing a larger income for beneficiaries— 
through buying common stocks—will be 
not only eternal vigilance but the need 
to push back your own mental horizons 
and to constantly weigh the new tech- 
nological developments, rushing in on 
us from all directions and with unpre- 
cedented speed. 
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MOODY’S INVESTORS YIELD TABLES 


Prepared monthly for TRUSTS AND ESTATES by Moody’s Investors Service 





YIELDS oF YIELDS oF PRICES, DIVIDENDS, 
TAXABLE TREASURIES CORPORATE BONDS AND YIELDS 
BY MATURITY GROUPS BY RATINGS 125 INDUSTRIAL STOCKS 
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VICTORY 22s \/ 
300 DIVIDENDS 
( YoSCALE ) 
1950 1951 1952 1953 
Nov. Oct. Nov. 
1953 1953 1952 1953 1951-52 1946-50 1941-45 1931-40 1919-1930 
—— End of Month — = ——————_——— Range for Period—— 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. __.---_---__. % 2.24 2.20 2.25 2.80-2.20 2.85-1.68  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year - ne 2.43 2.36 2.34 3.00-2.36 2.44-1.76 1.87-1.06 1.70-124 (a) (a) (a) 
10-Year - Pe % 2.63 2.56 2.50 3.16-2.56 2.64-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Lae mo Oe, 2.87 2.78 2.70 3.17-2.78 2.81-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Wee Ge soc 2.86 2.78 2.71 3.16-2.78 2.81-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
Es, SEED Siskin sciectaedecmuniesies a 3.03 3.01 ‘ 3.31-3.01 
2. Corporate Bond Yields 
Aaa Rated Long Term —..._.-____ 3.13 3.11 2.97 3.44-2.98 3.04-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa ~ wis OF « deaccceieemtaaiors <= & 3.29 3.26 3.04 3.52-3.06 3.10-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A - - ek et ees 3.41 3.41 3.22 3.69-3.23 3.34-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa = a a ta = Of 3.75 3.78 3.52 3.90-3.50 3.64-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term  .............. % 2.14 2.19 1.97 2.73-1.98 2.00-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (b) (b) 
Aa = - Dc i a - YF 2.29 2.37 2.18 2.96-2.26 2.25-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (b) (b) 
A - nf Oe > ae cereals, — % 2.78 2.83 2.60 3.34-2.68 2.67-1.72 2.64-1.28 2.49-1.49 3.29-2.11 (b) (b) 
Baa = = gegr eee e a 3.32 3.40 2.91 3.79-2.96 2.98-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (b) (b) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
eS I ooo res % 4.04 4.01 3.93 4,24-3.99 4.10-8.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade —......._»_>=__ 5.16 5.15 4.95 5.28-4.90 4.96-4.68  5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
We ne ES 3.83 3.83 3.76 4.02-3.76 8.90-8.45  3.92-3.27(c) (c) (ce) (c) 
Medium Grade _................ % 4.22 4.22 4.03 4.39-4.06 4.20-3.80 4.20-3.52 (c) (c) (c) (c) 
Utilities—Low Dividend Series 
Pn I ie ce 4.16 4.16 3.99 4.45-4.01 4.25-3.77 4.24-3.40(c) (c) (c) (c) 
Medium Grade _...--.-.-._»_-s—s 4.55 4.53 4.42 4.87-4.43 4.71-4.19 4.65-3.69 (c) (c) (ce) (c) 
5. Common Stocks 
125 Industrials—Prices (e) —_.._. <a $76.97 75.90 78.20 80.82-70.63. 80.89-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81(d) 
125 Industrials—Dividends (e) —_.. $ 4.26 4.25 4.17 4.26-4.15 4.55-4.18 4,44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (d) 
125 Industrials—Yields % —...._.. % 5.53 5.60 5.33 5.88-5.15 6.84-5.14 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (d) 
(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1943. (d)—125 Industrials Averages date from Jan. 1, 1929. 
(b)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. (e)—Dollars per share. 


(c)—-Low Dividend Preferred Yield Averages in this series date from 
Jan. 2, 1946. 
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THIS MAN 


PROVIDES PROTECTION TO YOUR CUSTOMERS 
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Just as the banker acts as an “extra executive” 
to businessmen—so too does the Home Insur- 
ance agent. In every expansion project or new | 
venture of any kind which involves building and 
capital, the banker is always among the first 


experts to be called. And as a banker, you real- ' 
ize the importance of complete property insur- 
ance coverage—the kind of program only an 
52, experienced insurance-architect can build. 
es For over 100 years The Home, through its 
? agents and brokers, has protected businessmen- 





owners of industrial and commercial property. 










i Thorough, dependable service—no matter how 
has built for The Home 


" a reputation second to none. 





cet technical the problem 





ees THE HOME® 
Susuraence Company 


Home Office: 59 Maiden Lane, New York 8, N. Y. 
FIRE °¢ AUTOMOBILE °* #£4MARINE 


The Home Indemnity Company, an affiliate, writes 
Casualty Insurance, Fidelity and Surety Bonds 
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Meet your HOMEtown Insurance Agent 


“11’S LIKE HAVING AN EXTRA EXECUTIVE!” 


How the Insurance Agent 
serves business 


4 


A lot of businessmen in your own community 
feel that way about your Home Insurance 
agent. They seek his advice and respect 
his judgment on problems of insurance 
protection. They know from pleasant 
experience that he is qualified by 
training, ability, and sincere interest 
to help them. You can depend on your 
insurance agent—just as you depend 
on your lawyer, accountant, and other 
key men. You need this “extra 
Ny) executive” in your business! 





Your “insurance architect”—your 
agent—can design a plan to fit your plant 
and your business requirements exactly. 
It’s good sense and good business to 
help him serve you. Back of him are all 
the broad facilities and experience of 
The Home—all “at your service!” 


Your HOMEtown Agent can serve 
you well—see him now! 


* 


For more than a century, Home policies have provided 
protection in every industry and in every part of the nation. 


Sf This ad is soon to 


b) appear in full color, 


f 


= 4 | SATURDAY EVENING POST 
= 
* BUSINESS WEEK 
‘4 . $40 VA Home Office: 59 Maiden Lane, New York 8, N. Y. 
ig NATION'S BUSINESS er; 


full page size in: 


FIRE - AUTOMOBILE - MARINE 


TIME fiers: gk The Home Indemnity Company, an affiliate, writes 
ee Casualty Insurance, Fidelity and Surety Bonds 


s America’s leading insurance protector of American homes and the homes of American industry. 
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LONGER RANGE OPTIMISM REFLECTED 


IN SECOND ANNUAL TRUST INVESTMENT SYMPOSIUM 


N THIS ROUNDUP OF TRUSTEE INVEST- 
I ment policies, as stated by some of 
the outstanding investment officers of 
trust institutions throughout the United 
States, we are privileged to present in 
capsule form various investment philos- 
ophies designed to produce for a hypo- 
thetical beneficiary the largest income 
with a reasonable degree of risk, with 
no complications due to termination, re- 
maindermen, or investment restrictions. 
In the survey published last January, 
there was reported a cautious attitude 
toward common stocks, based upon rec- 
ognition of a high market level compli- 


Ox_p CoLtony Trust Co., Boston 


The current policy of the Old Colony 
Trust Company — The First National 
Bank of Boston would be to invest a 
new fully discretionary trust of $100,- 
000 in cash with no restrictions or un- 
usual circumstances 50% in bonds and 
50% in common stocks. 


For the purposes of this discussion, 
it is assumed that the absence of un- 
usual circumstances means, among 
other things, that tax exempt bonds are 
not indicated by the income situation of 
the trust beneficiary. This being so, the 
current bond investment might be di- 
vided so that 35% of the total fund 
would be in United States Government 
bonds and 15% in corporate issues. 
Maturities might approximate in rela- 
tion to the total trust as 100% an 
amount equivalent to 30% under 10 
years, 10% between 10 and 20 years, 
and 10‘% over 20 years. 


The heavy weighting on the short end 
would be designed to give the flexibility 
of meeting more attractive buying op- 
portunities when, as, and if they are 
presented, either in bonds or in stocks. 
We think, for example, in terms of the 
$35,000 United States Government bond 
investment divided into four parts such 
as $15,000 2%4s due in 1958; $10,000 
234s due in 1961; $5,000 214s due in 
1970; and $5,000 344s due in 1983. 
While this gives no “cash on the barrel 
head” since the earliest maturity is four 
years away, it does afford the oppor- 
tunity to adjust the trust when market 
conditions may have changed. 
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cated by continued world tensions. Since 
then, the Korean War has ceased but 
unsettlement remains and general mar- 
ket averages have suffered a decline 
through the middle of September, since 
which there has been a partial recovery. 

With minor reservations, trustee in- 
vestors still believe in moderate common 
stock representation in leading United 
States corporations as a suitable medi- 
um for partial trust fund participation 
but the evidence of impending “read- 
justment” or whatever other term may 
be applied to an expected lower level 
of industrial activities, tempers their 


For the $15,000 of corporate bonds, 
probably there would be used a $5,000 
unit in each of the three maturity pe- 
riods previously referred to, as, for ex- 
ample, General Motors Acceptance Cor- 
poration 4s of 1958 (subject to observ- 
ance of the prospective call feature), 
American Telephone 234s of 1971, and 
perhaps a long-term first mortgage rail- 
road bond, as illustrated by Atlantic 
Coast Line 4s of 1980. 


When it comes to stock investment, 
we tend to think in terms of percentages 
of total common stocks held, since many 
of our older accounts have been carry- 
ing a larger proportion of common 
stocks than 50% for several reasons, 
including the incidence of capital gains 
tax if the stock proportion be now re- 
duced. On this basis we would today 
tend to approximate 65% of our com- 
mon stocks in the broad group of in- 
dustrials, 15% in utilities, and 10% 
each in bank and in fire and casualty 
insurance stocks. 


For diversification I suggest for illu- 
strative purposes eight industrials, two 
utilities, one bank, and one insurance 
stock. Speaking roughly, I would think 
of full units, which with us means 5% 
of total value of an account, in du Pont, 
General Electric, and Standard Oil 
(New Jersey) in the industrial group, 
together with National City Bank of 
New York and Hartford Fire Insur- 
ance. My other seven stocks might be 
purchased in what I shall call three- 
quarter units and, as we tend to have 
our largest industrial stock investments 


enthusiasm and reduces the initial com. 
mitment and provides for some future 
buying power to average out the price 
level. Fixed income levels are generally 
regarded favorably. 

In industry selections, not too much 
can be said, except that extremely cycli- 
cal vehicles are being avoided by a 
majority and the defensive group is 
favored, but growth situations at a 
reasonable price are not by-passed, if 
available. The economic barometer has 
been declining during 1953 and _ these 
astute weathermen have not failed to 
prepare for any storm. 


in chemicals and oils, I would in this 
instance add a second chemical, which 
again for illustration I shall specify as 
Union Carbide & Carbon, though it 
might be Dow or Monsanto. Representa- 
tives in other areas that we might cur- 
rently use, though they perhaps should 
be accepted as illustrative rather than 
otherwise, are American Can, Corning 
Glass Works, International Paper, and 
Pittsburgh Plate Glass, while my two 
units in the utility field might be Pub- 
lic Service of Indiana and Wisconsin 
Electric Power. 


It is quite easy to conclude from such 
a list as that outlined that I have ac- 
cepted the premise of no restrictions 
and no unusual circumstances as mean- 
ing ability to accept as income return 
the going rate for what we consider 
(and this is merely a matter of opinion) 
as trust-calibre securities with virtually 
no exception. 


We fully recognize constant attention 
and flexibility are of prime importance. 


Arthur L. Coburn, Jr., Vice President 


A PENNSYLVANIA TRUST INSTITUTION 


If we received a new trust with a 
value of $100,000 and were free to in- 
vest without restriction to legal invest- 
ments, we would consider the following 
percentages: not less than 30% in bonds, 
not more than 50% in common stocks. 


In Philadelphia we have an 8 mills 
annual tax on the value of investments 
at the end of the year which applies to 
almost all corporation bonds and on 
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common stocks of compamies not in- 
corporated in Pennsylvania or regis- 
tered for business in Pennsylvania. For 
this reason, Philadelphia trust compan- 
ies have a larger percentage in preferred 
stocks using the ones which are tax free 
insofar as this 8 mills is concerned. 


Obviously, it is much better to have 
du Pont 344% bonds than National 
Dairy Products 3% bonds at par and 
a yield of only 2.2%. 


At the present time, we would prob- 
ably invest 40% in common stocks and 
30% in preferred stocks The common 
stocks would, of course, include a good 
percentage of public utilities and some 
bank and insurance stocks. 


Vice President 


ProviwENt Trust Co. of Philadelphia 


A balanced, conservative approach 
should be considered by the trustee at 
this time for three reasons. First, we 
are near the top of a business boom that 
has produced excess capacity in agri- 
culture and mining and increased facil- 
ities in manufacturing and distribution. 
Second, adjustments are likely to occur 
at different times in different industries. 
We now see booming conditions in in- 
dustrial chemicals, heavy electrical 
equipment, and nonresidential construc- 
tion with depressed conditions in tex- 
tiles, farm equipment and ethical drugs. 
Third, yields on bonds and preferreds 
are now more attractive than for some 
years because a vast amount of credit 
is being used to finance the high level 
of business activity. 


Under these circumstances an invest- 
ment policy of 1% in bonds. 14 in pre- 
ferred stocks and 14 in common stocks 
would be in order. This will produce a 
current income return of between 4.00% 
and 4.25%. If a higher percentage is 
placed in common stocks, a considerable 
variation may occur in dollars of in- 
come. For instance, if 50% is placed in 
common stocks, then over two-thirds of 
the dollars of trust income would be 
dependent on variable common stock 
dividends. With 3314% in common 
stocks about one-half of the income 
would be derived from bonds and pre- 
ferred stocks. 


In the selection of individual issues, 
we have found it advantageous to give 
considerable weight to diversification as 
to type of investment and place reliance 
on good marketability. Thus if ten com- 
mon stocks are to be selected, one could 
be chosen from each of ten industries, 
such as banks, insurance companies, 
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electric utilities, variety chains, food 
processing companies, oils, chemicals, 
electrical equipments, containers, and 
perhaps automobiles. Diversity as to 
types of preferreds is advocated. For 
instance, discount preferreds and non- 
callable preferreds should improve in 
price with a decline in interest rates. 
On the other hand, high-rate callable 
preferreds, such as Philadelphia Elec- 
tric 4.689% and Consolidated Edison 
$5.00, are less likely to decline with a 
rise in interest rates because their prices 
have been held down by the possibility 
of call. 


The average trust is subject to dis- 
tribution or liquidation at some future 
unpredictable date. Distribution to the 
remainderman may have to be made 
when business is bad and markets dis- 
organized. In such times sacrifice prices 
often have to be taken for the common 
and preferred stocks of the lesser known 
companies or those with a narrow busi- 
ness base. We have found it best to 
advocate securities of the better known 
companies both for reasons of marketa- 
bility and good public relations. 

Russell Lamon, 
Trust Investment Officer 
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Wumincton (Det.) Trust Co. 


We are “marking time” investment- 
wise. Business has been so good so long 
that we believe that readjustments, such 
as those which have been experienced 
in the textile and drug industries, may 
well become more general. Capital ex- 
penditures for new plants should turn 
down and customers’ borrowings like- 
wise. Competition will become more of 
a factor which, with the resulting lower 
margins and lower volume, will result 
in reduced earnings. Until such time as 
there are indications as to what the re- 
adjusted levels of earnings will be, a 
conservative approach appears called 
for. 


On the other hand, there is plenty of 
buying power; the Administration is 
committed to helping the farmers and 
to continuing a high level of business, 
and prospects are that production will 
be at a good rate, although probably 
somewhat under what has been experi- 
enced recently. As there are many com- 
mon stocks of well established compan- 
ies that are selling at rather lower multi- 
plies of present earnings, it is difficult 
to see how these stocks will decline ma- 
terially in value. 


We believe that a trust account of 
moderate size should have at least 
35%-40% of its assets in good equities. 
We would have somewhat less than one- 
half in defensive stocks such as public 
utilities, food companies, tobaccos and 
banks, although, as a group, they have 
advanced quite a bit marketwise. We 
would have some oil, chemical, electri- 
cal equipment, paper, drug and rubber 
stocks for the long term. We would not 
go into steels and railroads at this time. 


The remainder of an account would 
be invested in preferred stocks and 
bonds, or, where current income is not 
of prime importance, solely in bonds. 
The bond portfolio would contain some 
relatively short maturities which would 
serve as a source of funds for further 
common stock purchases. 


J. Sellers Bancroft, Vice President 


A SouTHERN Trust COMPANY 


With the trend of the Federal Re- 
serve Index of industrial production 
and other indices indicating that we 
have probably passed the peak in busi- 
ness and the reflection of this in many 
common stocks, we believe a middle of 
the road policy on investment of trust 
funds a wise one. 


Over recent years we have used a 
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policy, in unrestricted accounts, of being 
liberal in use of common stocks, For 
one of $100,000 received in cash, we 
would be inclined to reserve some buy- 
ing power rather than commit it all to 
the market at this time. It would be our 
idea to put approximately 25% to 30% 
in equities, with the idea of increasing 
this possibly another 10% over the 
next year or so. The amount ear-marked 
for common stocks is on the assumption 
that it will be necessary to be somewhat 
liberal in this respect in order to get a 
reasonable income for the beneficiaries. 
The amount ear-marked for additional 
common stocks would be placed in 
short-term Treasury Certificates. 


We would omit preferred stocks en- 
tirely in such an account, in view of 
the more liberal common stock percent- 
age and put the fixed-income portion 
largely in bonds. In an account of this 
size, tax-exempt income would not be 
needed. In our locality the investments, 
if in corporate bonds, would be subject 
to intangible tax which, with the state 
income tax, would reduce the income 
on corporate bonds below that available 
on some governments, after taxes. With 
this situation, we would be fairly liberal 
in our use of insured building and loan 
stocks, paying 3% to 344%, and place 
the remaining funds in U. S. Treasury 
issues. Recent situations of this kind 
have indicated that an overall yield of 
about 4°% would be received on such 
a combination. 


The above comments are based on 
the investment of the $100,000 fund 
as a separate entity. However, since we 
operate a Common Trust Fund and have 
one of the oldest funds in the country, 
we would prefer to put the entire $100,- 
000 in a fully discretionary trust in the 
Common Trust Fund. This Fund is ap- 
proximately 50% equities, 10% pre- 
ferred and the balance bonds. 


While at first glance it might seem 
that the purchaser, at this level of the 
market, fixes his investment, we do not 
believe this is the case. It is true that 
one buying in the Common Trust Fund, 
organized in earlier years, is buying a 
potential liability in capital gains; 
nevertheless, if such a fund is run for 
the benefit of income and if capital gains 
are not an important part of the policy, 
then it is quite unlikely that substantial 
taxes of this kind would be involved. On 
the other hand, even if an investment in 


_ the Common Trust Fund is made on the 


part of a participating trust at a rela- 
tively high level of the market, the par- 


ticipating trust would get the benefit of 
the funds which are added to the Com- 
mon Trust Fund over subsequent years, 
and the purchases made in the Common 
Trust Fund with such cash, at varying 
levels of the market. 


In this respect it has a very decided 
advantage over an account of $100,000 
invested on its own at the existing level 
of the market. While the fortunate choice 
of a relatively few common stocks in a 
$100,000 account, invested on its own, 
might work out decidedly better over a 
short term of years than the wide diver- 
sification of the Common Trust Fund, 
nevertheless, over a reasonable period of 
years, going through both business 
booms and recessions, we believe the 
diversity of the Common Trust Fund will 
pay off in both stability of principal and 
particularly in stability of income. 

With all these factors in mind and the 
amount of money being within the Com- 
mon Trust Fund limit, we would defin- 
itely invest it in such a medium. 


Vice President & Trust Officer 


Tue Kentucky Trust Co., 
Louisville, Ky. Ps 


Our policy on the investment of a new 
fully discretionary account of $100,000 
in cash, the chief purpose of which is to 
produce income for the living expenses 
for a family in moderate circumstances, 
would be to divide it about as follows: 
bonds 45%; preferred stocks 15% ; com- 
mon stocks 40%. This is approximately 
in line with the way our Common Trust 
Fund is invested and represents no sig- 
nificant change from previous policy. 


This policy is predicated upon our be- 
lief that a well balanced account is the 
soundest basis for the investment of this 
kind of trust fund over the years. It also 
reflects our belief that for the next twelve 
months or so the outlook is for firm 
prices for bonds and preferred stocks 
and that, while we look for business 
activity in 1954 to average below that of 
1953, we are not expecting a severe de- 
cline. It would seem probable that for 
many of the best ‘situated companies re- 
lief from Excess Profits Taxes next year 
would fully offset the decline to be ex- 
pected in pre-tax earnings. Using market 
prices of late October we feel that com- 
mon stocks generally represent a fairly 
sober evaluation of earnings and divi- 
dends to be expected in the above men- 
tioned set of circumstances. 


We would continue to lay the princi- 
pal emphasis in the selection of common 
stocks on such stable dividend payers as 
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the electric utilities, banks, fire and cas- 
ualty insurance companies, tobaccos and 
oils, but would also include a few com- 
panies which would benefit particularly 
from the end of Excess Profits Taxes. 
Examples of the latter would be such 
strong growth stocks as the leading 
chemicals, electric equipment manufac- 
turers, glass and container companies. 


J. V. Norman, Jr., 
Executive Vice President 
An Onto Trust INSTITUTION 


Our broad policy of maintaining 
about a 50% position in common stocks 





has not been changed. Where an account 
starts with new money at the present 
time we are inclined to reach our equity 
goal in perhaps two or three steps spread 
over a four to six-month period. Longer 
range, we still take a constructive atti- 
tude toward the equity market but it is 
our feeling that over the next few months 
stocks will encounter difficulty in regis- 
tering any material advance. Before any 
important advance gets underway, the 
previous lows of this year might well be 
tested. Particularly where the amounts 
involved are substantial, we prefer to do 
a little averaging over the period just 


ahead. 





A NEW YEAR'S 
RESOLUTION — 





Personal Trust 
Executorships 
Trusteeships 
Guardianships 
Committeeships 
investment Supervision 


Pension Trust 
Administration of Pension, 
Profit Sharing and Thrift Plans 


Corporate Trust 
Trusteeships 

Payment of Bonds and Coupons 
Registration of Bonds 

Stock Transfers and Registrations 


Customers’ Securities 
Safekeeping of Securities 


Purchases and Sales 
Collection of Income 


Changes in laws, taxes and eco- 
nomic conditions — and perhaps in 
your family situation — make it im- 
portant to review your Will, perhaps 
to revise it. 


The year-end is the time-honored 
occasion for “taking stock”? — of fam- 
ily as well as business affairs, and for 
making plans for the Future. 


Your Will is your Resolution for 
your family’s financial plan — its 
assurance of security. Many unneces- 
sary expenses and delays can be avoid- 
ed by expert legal advice of your 
Attorney, and the competent and 
efficient assistance of our organization. 


CHEMICAL 
BANK 


TRUST COMPANY 


Founded 1824 
Fiduciary Division 
30 BROAD STREET, NEW YORK 15 





We anticipate that 1954 will experi- 
ence a declining business trend but that 
the decline will be of moderate propor. 
tions. A Federal Reserve Board produc. 
tion index averaging around 210 for the 
year seems to us a reasonable expecta- 
tion and this would represent a good 
year which would suffer only by con- 
parison with the recent past. We look 
for competition to become keener, profit 
margins to shrink, and pre-tax earnings 
to decline. However, removal of the ex. 
cess profits tax will permit higher after- 
tax earnings for some corporations and 
cushion the decline for many others. 
Overall, dividends will probably be 
somewhat lower but not materially so, 
as the present pay-out is moderate in 
relation to the existing level of earnings. 


Some of the industries which we think 
may do well in 1954 are building, chemi- 
cal, metal container, power and light, 
electrical equipment, paper, and _ retail 
trade. Also, the life insurance and cas- 
ualty insurance lines should continue to 
do quite well. 


The recent election results strengthen 


the likelihood that the Republican ad- 


ministration will make every effort to 


prevent any serious slide in business. 
The yield spread that prevails between 
common stocks and fixed-income securi- 
ties, though somewhat narrower than a 
year ago, is still very much in favor of 
common stocks. Thus a strong underly: 
ing demand for good quality equities 
still is in evidence. All things consid- 
ered, we believe that the next few months 
may prove to be a favorable period for 
the purchase of equities. 


Vice President & Investment O fhicer 


A Micuican Trust INSTITUTION 


Our present policy, and there has been 
no significant change in the recent past. 
is to aim for a long term balance of 
about 50% in common stocks and an 
equal amount in fixed income securities 
where there are no unusual factors pres: 
ent. 


In the case of a hypothetical personal 
trust account opened with a $100,000 


cash deposit, it would be our policy to |) 


spread investment of the common stock | 


portion over a period of about a yea! 
The initial purchases would not exceed 
one-half of the eventual stock total, and 
acquisition of the balance would be 
scheduled at two or three successive I 
views within the one year period. Funds 
for these future common stock purchases 
would be invested in short term finance 
company paper and Treasury Bills 
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Certificates. The long term bond portion 
might be more fully committed in the be- 
ginning; however, in consideration of 
the advantageous rates occasionally pre- 
vailing on new issues over those avail- 
able on outstanding obligations, a por- 
tion of the bond fund might be invested 
temporarily in short term issues for 
gradual commitment over a period of 
three to six months in longer bonds. 


Assuming tax exemption is not a req- 
uisite, the bond account would eventually 
consist of medium term corporate issues, 
some longer convertibles if available 
within a reasonable distance from their 
straight investment values and where 
the long term common stock potential is 
thought to be good, and some govern- 
ments for flexibility and emergency 
needs. 


Some effort would be made to com- 
bine reasonable current income with 
prospects for longer term enhancement 
in the common stock account. Thus, in- 
vestment over a period of time in utili- 
ties, motors, building, foods, merchan- 
dising, agricultural machinery and oils 
would be expected to provide good 
yields, and purchase of chemicals, insur- 
ance, electronics, and miscellaneous 
specialty groups which characteristically 
reinvest a large portion of earnings in 
research and development might be used 
for growth at times when they appear to 
be in line with our estimate of their 
normal values. Current purchases would 
be governed by our concept of value, 
which would restrict purchase to a nom- 
inal amount at the present time of a 
number of the most highly respected de- 
fensive issues which have become so 
popular recently as portfolio managers 
have flocked to them in an effort to up- 
grade lists against the minor business re- 
cession so widely predicted for 1954. 


Assistant Vice President 


AN Iturnots BANK 


A new fully discretionary trust ac- 
count created with a hypothetical $100,- 
000 in cash with no restrictions or other 
unusual circumstances would be invested 
by us in: bonds, 60%, preferreds, 5%; 


and common stocks, 35%. 


- If the money were on hand today, 
510,000 of it would go into a subscrip- 
tion for U. S. Treasury 234, 1961, with 
the balance of the bond money in corpo- 
rates including a rail bond or two of 
one of the roads that has so materially 
improved its financial position in the last 
decade that its underlying obligations 
are intrinsically sounder than its rating 
would indicate. 
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During 1953 the general apprehension 
of a decline in activity in the capital 
goods industries, of a less marked slow- 
ing-up in the demand for postponable 
consumer goods and an unwillingness 
to pay past high multiples of earnings 
for chemicals, pharmaceutical and other 
growth equities, have resulted in lower 
prices for the equities of companies in 
these fields. This is in contrast to cur- 
rent higher prices and lower yields for 
public utility, food, tobacco, container 
and other consumer products and ser- 
vices stocks. 


In the light of these developments and 
the proven advantages of a_ balanced 


generations, many families have 
appointed Fidelity to handle the 
details of estate management. On 
the basis of this experience, 
you may confidently 
recommend Fidelity whenever 
trust services in Philadelphia are needed. 


FIDELITY-PHILADELPHIA 
TRUST COMPANY 


BANKERS SINCE 1866 


BROAD AND WALNUT STREETS, PHILADELPHIA 9 


GENERATION 
AFTER 
GENERATION 


Through three and even four 


A billion-dollar trust company — a great commercial bank 


stock portfolio, we would buy common 
stocks for this trust in approximately the 
following proportions of funds allotted 
to the equities: Public Utilities and Con- 
sumer Products 35%; Merchandising, 
Paper, and Miscellaneous 15%; Chemi- 
cals and Ethical Drugs 10%; Banks and 
Insurance 10%; Oils 15%; Heavy In- 
dustries (principally equipment manu- 
facturers) 15%. 


Yields averaging 3.60% on the bonds, 
414% on preferreds and 5% on equities, 
would produce an over-all yield of 
4.10%. 


Vice President 
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An Iturnots BANK 


At present we would use typical care 
and more than the ordinary conserva- 
tism while creating the portfolio of a 
new fully discretionary trust with no 
restrictions or other unusual circum- 
stances, established with $100,000 cash. 
Our objective as to proportions to be 
attained in due course as conditions 
appear to warrant, would be around 
50% in bonds, up to about 10% in pre- 
ferred stocks, and approximately 40% 
to 50% in common stocks. The varia- 
tions would occur in relation to factors 
affecting this trust specifically. 


Among the bonds would be some 
Governments probably, perhaps as much 
as $15,000, and corporates. Should the 
Federal income tax rate make it desir- 
able, the bond section would be com- 
prised largely or solely of tax-exempt 
bonds. We are not hesitant over buying 
25 to 30 year maturities to constitute a 
large portion of our bonds for the pur- 
pose of obtaining greater yield than 
shorter maturities provide. It is likely 
that corporate bonds would fall in the 
public utility and general industrial clas- 
sification. 


If some preferred stocks were to be 
acquired, they would be callable issues 


having satisfactory sinking funds or 
common stock conversion privileges. We 
are not enthusiastic over preferreds as 
an investment medium, generally. 


The common stock part of the list 
would be purchased cautiously — in all 
probability not much more than a third 
of the projected total would be acquired 
now; funds for the balance would go in- 
to the bonds temporarily. We favor plac- 
ing up to 25% of total common holdings 
in the electric and gas utility industry, 
roughly 15% in the petroleum business, 
up to 10% in chemicals, and the remain- 
der in many different fields. For the time 
being, we would avoid the most “ag- 
gressive” industries and restrict invest- 
ments primarily to the more “defensive” 
enterprises. 


Our ultimate gross yield from the 
completed portfolio should slightly ex- 
ceed 4%, based on current market prices 
and payment rates. 


All of the preceding comments assume 
that the trust would not participate in 
our Common Trust Fund. Actually, be- 
cause of the specifications you gave us to 
heed, it undoubtedly would be totally 
invested in the Fund at the first valua- 
tion date. 


Vice President 


FOR BANKS, BROKERS, DEALERS 
AND INSTITUTIONAL INVESTORS 


special report 


OUTLOOK FOR 
GERMAN DOLLAR BONDS 


UNDER 
THE DEBT SETTLEMENT 


copy on request 


MODEL, ROLAND & STONE 


Members New York Stock Exchange 
120 BROADWAY, NEW YORK 5, N. Y. 


Telephone: WOrth 4-5300 





Teletype: NY 1-2525 


MarinE NatTionaAL EXcHANGE Bank, 
Milwaukee 


If a new, fully discretionary trust of 
$100,000 in cash were established with 
us as trustee at the present time, and 
there were no unusual circumstances to 
consider, we would probably invest the 
full amount in a participation in our 
Discretionary Common Trust Fund. If, 
for any reason, the fund should be in- 
vested separately, the pattern of the 
portfolio would approximate that of the 
Common Trust Fund. 


Although our Investment Committee 
is not bound by any rigid formula, per- 
haps the best method of stating current 
policy would be to give the composition 
of our discretionary fund. 


At September 30, 1953, the make-up 
of the portfolio was: 


United States Govt. Bonds _.. 20.8% 
Corporation Bonds _....___. 21.6% 
Preferred stocks - i ee 
Utility bank and insurance 
company common stocks __ 
Industrial common stocks __. 


17.6% 
28.5% 


The bond section of the portfolio is 
carried in spaced maturities, with the 
greater emphasis upon the short to inter- 
mediate term. During the past year or 
more, we have increased the percentage 
of utility, bank and insurance company 
stocks, but have not as yet materially 
reduced the total percentage in common 
stocks. In the industrial area, we have 
eliminated all of the items which we con- 
sider to be in the highly cyclical class. 
The equity section contains both items 
selected for stability and income and 
items selected for some degree of growth 
potential. 


Our investment policy is under con- 
stant review and, presently, in investing 
new funds, we would tend to minimize 
the commitment in industrial common 
stocks. 


Thomas A. Moore, Vice President 


First NATIONAL Bank of Minneapoli 


We still feel that a substantial propor- 
tion of the average trust should be in 
common stocks and probably the rough 
rule of 50-50 which I mentioned a yeat 
ago is still useful. 


If a new account should come in, all 
in cash, I think we ought to invest the 
bond or preferred stock portion 4 
promptly as possible. The common stock 
portion, I think, we should invest grad- 
ually over the next year applying the 
principle of dollar averaging. I think we 
would continue to prefer the so-called 
defensive types of stocks or at least the 
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stocks of companies considered less cy- 
clical in nature than others. This is 
pretty much a restatement of the policies 
outlined in more detail a year ago. 


A. C. Regan, Vice President 


LincoLn RocuHeEster Trust Co., 
Rochester, N. Y. 


In general, our ultimate investment 
objective would be a $100,000 trust 
about evenly divided between fixed in- 
come securities, that is, bonds and pre- 
ferred stocks, and common stocks. The 
yield objective in our opinion should 
approximate 4%. 


In providing the fixed income cate- 
gory of investment, we would invest 
40% in corporate bonds and 10% in 
preferred stocks. However, this whole 
could well be placed in municipal bonds 
should tax exemption be an important 
factor. Corporate bonds used would be 
of high quality with maturities of from 
10 to 25 years, with good sinking fund 
provisions and, dependent upon market 
availability at a satisfactory yield, one 
or two with conversion opportunity 
would be favored. With a $100,000 trust 
we would probably limit any one issue 
to $5,000 par amount. The preferred 
stocks would be probably two or three 
issues with one or more of the following 
characteristics: (1) exceptional quality 
with a reasonable yield, (2) “cushion” 
priced, (3) sinking fund provision or 
(4) good potential convertibility into an 
equity. 


Although our ultimate objective with- 
in about a two year period would be 
50% in common stocks, it is probable 
that a full investment in this category 
would not be made at present. Our pref- 
erence would be to retain approximate- 
ly 20% of the fund in short term United 
States Governments for average purchas- 
ing in the common stock category should 
better market opportunities present 
themselves over the months ahead. Those 
commons which we would purchase at 
this time would fall predominantly in 
the following industry groups: public 
utility, food, chemical, oil, banking and 
insurance. Specific examples in these 
groupings which appear of sound value 
for current investment in a trust of this 
size include, in our opinion, American 
Telephone and Telegraph, Houston 
Lighting and Power, General Mills, Na- 
tional Dairy Products, Allied Chemical 
and Dye, Gulf Oil, Guaranty Trust, Na- 
tional City Bank, Continental Insurance 
and Fidelity-Phenix. At this time our 
relative stake in chemical and oil equi- 
ties would approximate upon new in- 
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vestment about half of what it did two 
years ago and of our ultimate desire. It 
is with these two groups plus such equi- 
ties as General Electric, American Can, 
Eastman Kodak, General Motors and 
others of sound quality and good long 
term potential that emphasis would be 
placed in watching for future favorable 
market opportunities. 


Over the last twelve to eighteen month 
period, our institution has effected a 
general cutback in trusts to a maximum 
50% holding of common stocks. In so 
doing, a sizeable reduction in cyclical 
and dynamic issues has resulted with a 
greater emphasis now upon “defensive” 
issues. Over-all quality of holdings has 
been improved substantially. Naturally, 
as with all trust institutions, certain 
specific trusts have been exempted from 
this cutback action for various reasons. 
The premise for this general action has 
been primarily to obtain better balance 
in trusts between fixed income securities 
and common equities after such a long 
and sustained period of common stock 
appreciation during which our policy 
has been one of sizeable common stock 
purchase and retention. Fundamentally, 
this action would not have been taken 
unless we had good reason to believe 
that the near to intermediate term out- 


look included a substantial amount of 
imponderables. Our continuance with a 
50% stake in common stocks generally 
in trust, with, however, an emphasis 
upon defensive and stable income issues, 
illustrates nevertheless that we look 
upon the longer term outlook optimisti- 
cally as it relates to increased growth 
of the American economy and as it re- 
lates specifically to longer term infla- 
tionary trends and growth of earnings 
in well managed corporate enterprises. 


B. H. Mallison, Vice President 


A Texas BANK 


There will be no material change in 
our current investment policy for the 
coming year but we will be alert to 
changing conditions and our policy will 
be flexible enough to provide for rapid 
adjustment with probably some narrow- 
ing of our selections and shifting of in- 
dustry representation. 


Despite the recent fluctuations of the 
security market, we maintain our con- 
fidence in the use of common stocks for 
trust investment. Many high-grade com- 
mon stocks have performed quite well 
during market weakness and rallied 
strongly on market strength. These same 
common stocks have continued to pro- 


The 
Bond Fund 


OF BOSTON 


Massachusetts Investors Trust 


MASSACHUSETTS INVESTORS 
GROWTH STOCK FUND 


-Doston Fund 


Century Shares ‘Trust 


CANADA GENERAL FUND 


A prospectus relating to the shares of any of these separate 
investment funds may be obtained from authorized dealers or 


TANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 


NEW YORK 
61 Broadway 





CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 
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WELLINGTON 


<> FUND 


96th Consecutive 
Quarterly Dividend 


20c a share from net invest- 
ment income, and 46c a share 
distribution from realized 
securities profits, payable 
December 29 to stock of 
record December 4, 1953. 
WALTER L. MORGAN, President 
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YALE & TOWNE 


DECLARES 
263rd DIVIDEND 


50¢ PER SHARE 


On Nov. 24, 1953, 
dividend No. 263 of 
fifty cents (50¢) per 
share was declared 
by the Board of Di- 
rectors out of past 
earnings, payable on 
Jan. 2, 1954, to stock- 
holders of record at 
the close of business 
Dec. 8, 1953. 


F. DUNNING 


Executive Vice-President 
and Secretary 


THE YALE & TOWNE MFG. CO. 


Cash dividends paid in every year since 1899 
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CELANESE 


CORPORATION OF AMERICA 
180 Madison Avenue, New York 16, N.Y. 









HE Board of Directors has this day 
declared the following dividends: 


4%% PREFERRED STOCK,.SERIES A 
The regular quarterly dividend for 
the current quarter of $1.12!4 per 
share, payable January 1, 1954, to 
holders of record at the close of busi- 
ness December 4, 1953. 

7% SECOND PREFERRED STOCK 
The regular quarterly dividend for 
the current quarter of $1.75 per share, 
payable January 1, 1954, to holders 


of record at the close of business 
December 4, 1953. 


COMMON STOCK 


25 cents per share payable December 
22, 1953, to holders of record at the 
' close of business December 4, 1953. 


R. O. GILBERT 


} Secretary 
November 24, 1953. 



















vide above-average yields on well pro- 
tected dividends, giving them appeal for 
accounts where income is important. 


Considering these and other related 
factors, we would continue to have be- 
tween 40 and 50% of the hypothetical 
trust invested in common stocks, but 
because of economic uncertainties and 
the international problems facing us, 
we are giving increased attention to 
selectivity, including both management 
and industry. A strong balance sheet 
will be of even more importance than 
ever before and the consistent ability 
of a company to earn and pay dividends 
during all phases of an economic cycle 
should bear closest scrutiny. This em- 
phasis on quality might necessitate pay- 
ing a price that appears relatively high 
but we believe that the premium will 
ultimately prove beneficial. 


Our reserve buying power would now 
be in medium term United States Treas- 
ury Bonds or Notes to preserve income 
rather than in) the short-term obligations, 
since the favorable yield on shorter 
term issues is no longer available. A 
modest lengthening of maturity for re- 
serve funds does not seem to involve too 
great a risk. 


As new corporate bond offerings have 
been on an attractive basis, including 
convertible issues, we have been buyers 
to a somewhat greater degree than in 
previous years to improve income and 
avoid certain disadvantages of preferred 
stocks, but the recent strength in bonds 
now makes preferred stocks relatively 
more attractive among fixed income se- 
curities. Investment of 25% of the 
theoretical trust in high-grade preferred 
stocks, particularly those having either 
purchase funds or sinking funds, would 
seem quite reasonable. 


We consider the general economic 
situation sound and we continue to 
have confidence in the future, even 
though some adjustments are now in 
process and others will probably come. 


Vice President 


THE SECOND NATIONAL BANK of 
Houston, Texas 


In our opinion, this appears to be a 
time for caution, but not pessimism. 
Various signs seem to indicate a some- 
what declining trend in the general busi- 
ness level, but few, if any, economists 
are predicting a sharp decline in the 
relatively near future. 


As to the hypothetical trust account 
with $100,000.00 in cash, at the present 
time we probably would put about 30% 
to 35% in high quality, investment 
grade stocks, approximately 30% to 
35% in first mortgage real estate notes 
as available, and the remainder in U. S. 
Government bonds. Of these bond pur- 
chases, perhaps 15° would be put in 
short terms, to be used to gradually 
increase the stock holdings, with the 
balance in medium to long-term issues. 
If sufficient mortgages were not immedi- 
ately available, the funds allocated 
therefor could be put in short govern- 
ments as a temporary measure, to be 
sold as mortgages become available. The 
relative attractiveness of municipal 
bonds would depend on the tax status 
of the beneficiaries. 


In selecting common stocks, we would 
favor the more stable type, with some 
emphasis on the growth factor, and in 
general would avoid the cyclical stocks, 
though a small investment in this field 
might be considered in view of the 
relatively depressed prices and the high 
yields on stocks of some sound com- 
panies. We would emphasize investment 
in electric utilities (particularly South- 
western companies), chemicals, oils, 
natural gas, sulphur, selected stocks in 
the food and merchandise fields, and a 
few individual companies in other in- 
dustries. 


A small amount of preferred stock 
might be included in the stock invest- 
ments, with emphasis on issues with 
sinking funds or conversion features. 
However, in general, we prefer real es- 





CITIES SERVICE COMPANY 


Dividend Notice 


The Board of Directors of Cities Service Company on November 
20, 1953 declared a quarterly dividend of one dollar ($1.00) per 
share on its $10 par value Common stock. The board also de- 
clared a year-end dividend of one dollar ($1.00) per share on 
such stock. Both dividends are payable December 14, 1953 to 
stockholders of record at the close of business November 30, 1953. 


ERLE G. CHRISTIAN, Secretary 
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tate notes, when available, instead of 
preferred stocks and corporate bonds. 

The percentage in common stocks at 
present would represent a compromise 
between (a) the somewhat clouded 
business outlook and (b) the relatively 
attractive stock yields available in view 
of the recent rise in bond prices and 
the substantial number of dividend in- 


|. creases during the past few months. 


E. C. Edens. Jr., Trust Officer 


First AND MERCHANTS NATIONAL 
Bank, Richmond, Va. 


In the hypothetical account being 
considered, we would be inclined to 
suggest as a goal for the forseeable fu- 
ture about 40% to 45% in bonds di- 
vided approximately one-half in United 
States Government obligations and one- 
half in corporate bonds and real estate 
mortgages; 10% to 15% in preferred 
stocks with sinking fund provisions, and 
40% to 45% in common stocks. 


If the income beneficiary is in a tax 
bracket justifying the purchase of tax- 
free securities, we would substitute mu- 
nicipal bonds for the corporate bonds 
and real estate mortgages and would 
also eliminate the preferred stocks in 
favor of municipal bonds. 


In view of current uncertainties re- 
garding the outlook for business condi- 
tions in 1954, we would suggest that 
only one-third of the funds to be allo- 
cated to common stocks be invested at 
this time with the balance invested 
temporarily in short-term United States 
Government securities earmarked for 
periodic consideration over the next 
year. Also, the funds to be invested now 
would be put largely into defensive type 
stocks with a little more than usual 
emphasis placed upon utilities especially 
and tobaccos, foods, banks, insurance 
companies, and the can companies. In 
high tax bracket accounts, we would 
put greater emphasis upon growth se- 
curities. 


T. K. MeRae, Vice President 


UNITED FRUIT COMPANY 
218th 


Consecutive Quarterly Dividend 

A dividend of seventy-five cents 

per share on the capital stock of 

this Company has been declared 

payable January 15, 1954, to stock- 
holders of record Dec. 11, 1953. 

EMERY N. LEONARD 

Secretary and Treasurer 

Boston, Mass., November 16, 1953 





DECEMBER 1953 


STATE-PLANTERS BANK AND TRUST 
Co., Richmond, Va. 


It is our current view that the infla- 
tionary impetus resulting from the Ko- 
rean War has abated and that for the 
next two years at least, there will be a 
corrective deflation. We do not rule out 
the possibility of renewed inflation over 
the longer term, but the general level 
of the stock market appears to be vul- 
nerable to a further interim decline of, 
say, anywhere from 10% to 20%. 


In view of the above, we hold new 
commitments in commons to a mini- 
mum, investing only in those companies 
which we feel are defensive in nature 
and whose dividends appear relatively 
safe. In that category we would include 
selected public utilities, food and dairy 
products, banks, and insurance stocks. 
We are trying to avoid the heavy in- 
dustries and manufacturers of consumer 
durable goods and to build for the 
various accounts a pool of reserve pur- 
chasing power temporarily invested in 
short-term Treasury bonds awaiting bet- 
ter opportunities to purchase chemicals, 
drugs, metals and oils at lower levels. 


We have recently been purchasing 
corporate bonds in substantial amounts, 
giving preference to new issues on which 
materially better yields can be obtained. 
Where the beneficiary is in a relatively 
high income tax bracket, we have used 
municipal bonds to a large extent. We 
think that municipals as such are quite 
attractive for purchase at the present 
time. 


In moving out of commons we have 
to some extent increased commitments 
in preferred stocks in order to maintain 
current income. At the moment we look 
with favor upon such issues as Monon- 
gahela Power 4.80, Universal Leaf To- 
bacco 8%, General Motors $5.00, Vir- 
ginia Electric and Power $5.00, South 





UTILITIES 
COMPANY 


DIVIDEND NOTICE 


The Board of Directors today 
declared a dividend of 52 cents 
per share on the Common Stock 
of the Company, payable 
Janvary 4, 1954 to stockholders 
of record at the close of business 
December 1, 1953. 


JOHN HUME 


Secretary 4 





November 20, 1953. 
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Southern California 
Edison Company 


DIVIDENDS 


ORIGINAL PREFERRED STOCK 
DIVIDEND NO. 178 


CUMULATIVE PREFERRED STOCK 
4.32% SERIES 
DIVIDEND NO. 27 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 

50 cents per share on Orig- 
inal Preferred Stock; 

27 cents per share on Cumu- 
lative Preferred Stock, 4.32% 
Series. 

The above dividends are pay- 
able December 31, 1953, to 
stockholders of record Decem- 
ber 5, 1953. Checks will be 
mailed from the Company's 
office in Los Angeles, Decem- 
ber 31, 1953. 


P. C. HALE, Treasurer 
November 20, 1953 
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Mining and Manufacturing 
Phosphate @ Potash @ Plant Foods @ Chemicals 
Industrial Minerals @ Amino Products 


* 


Dividends were declared by the 
Board of Directors on 
Nov. 19, 1953, as follows: 


4% Cumulative Preferred Stock 
47th Consecutive Regular 
Quarterly Dividend of One Dollar 
($1.00) per Share. 
Payable Dec. 30, 1953. 


$5.00 Par Value Common Stock 
Regular Quarterly Dividend of 
Forty Cents (40¢) per Share. 
Payable Jan. 2, 1954. 


Both Dividends are payable to stockholders of 
record at the close of business Dec. 11, 1953. 


Checks will be mailed. 


Robert P. Resch 
Vice President and Treasurer 


* 
INTERNATIONAL MINERALS 


& CHEMICAL CORPORATION 
General Office: 20 North Wacker Drive, Chicago 6 
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Porto Rico Sugar 8%, McCrory Stores 
3.50 convertible, and Merck and Com- 
pany 4.00 convertible. It is difficult 
categorically to outline what we think 
percentage diversification should be at 
this time. But for a new account con- 
sisting entirely of cash, we would prob- 
ably put from 20% to 25% in com- 
mons, 15% to 20% in preferreds, and 
the balance in mortgages and bonds, in- 
cluding short-term Treasuries earmark- 
ed for the purchase of commons at a 
later date. 


In older accounts which may have 
substantial unrealized capital gains, we 
would be willing to retain from 40% 
to 50% in common stocks, depending 
upon the types of industries represented. 

D. S. Willcox, 
Assistant Trust Officer 


Fort Wortnu (Tex.) NATIONAL BANK 


We could invest the funds of a fully 
discretionary $100,000 trust account in 
our Common Trust Fund or in individ- 
ual securities, or a combination of both, 
depending upon the circumstances and 
needs of the beneficiaries and income 
tax considerations. Our ultimate objec- 
tive, where no unusual circumstances 
are involved, would be to have 50% to 
55% of the account in common stocks, 
approximately 5% to 10% in preferred 
stocks, with the balance invested in 
bonds of various types and first mort- 
gage real estate loans. Tax considera- 
tions would, of course, determine the 
amount to be invested in municipal 


bonds. We would probably purchase 


MUNICIPAL BONDS 
for 


Trust Investment 


Bond Department 


MERCANTILE TRUST COMPANY 


St. Louis 


944, 


approximately one-half of the common 
stocks at this time, with the thought of 
investing the balance of the common 
stock money over a period of six months 
to one year. We do not hold preferred 
stocks in a number of our trusts, but 
our Comon Trust Fund is invested 
approximately 10% in preferreds. Any 
interest in preferred issues would prob- 
ably be acquired through a participa- 
tion, if any, in the Common Trust Fund. 


In general, our opinion is that selec- 
tivity is more important than timing; 
and, in selecting common stocks, we 
attempt to purchase on a long-range 
basis only those issues which offer the 
best values, both present and prospec- 
tive. Therefore, intermediate market 
fluctuations are of secondary import- 
ance. The commons we select for a 
trust usually represent a mixture of in- 
come or defensive issues and growth 
stocks. We generally use the industry 
approach in selecting stock investments. 
At the present time, we believe that a 
large portion of the common stock 
money should be invested in the electric 
utility, petroleum and chemical indus- 
tries. Stocks would also be selected, in 
smaller amounts from an_ industry 
standpoint, from the following groups: 
electrical equipment and_ electronics, 
food, paper, insurance and drugs. 


O. Roy Stevenson, Trust Officer 


Citizens & SOUTHERN NATIONAL 
Bank, Atlanta, Georgia 


Our investment philosophy does not 
identical treatment of trusts 


call for 












merely because they are similar in size. 
We feel that each account should hold 
investments selected for a particular 
investment objective which is suitable 
for that trust account. Our answer to 
the problem will, therefore, of necessity, 
reflect features which may represent a 
composite of investment objectives taken 
from several different trust accounts. 
From our viewpoint, a single account 
would not be quite representative of 
broad investment policy. 


Business and economic conditions 
make a more cautious approach to stock 
investments desirable. We expect to con- 
tinue somewhat conservative policies 
with regard to stock commitments until 
the long-term trend appears to be more 
favorable. We are putting increasing 
emphasis upon flexibility of investments 
as a means of safeguarding the needs 
of beneficiaries. 


We probably would invest $100,000 
cash in a new fully discretionary trust 
account, assuming no restrictions or 
unusual circumstances, about as follows: 


U. S. Government Bonds _.. 30% 
Corporate Bonds ________. 20% 
Preferred Stocks «415% 
Common Stocks _......____... 35 % 


We would seek diversification of 
stock commitments as between growth 
stocks and stable income producers. 
Bond purchases would be limited to 
short- and medium-term maturities with 
emphasis on flexibility in the event of 
rapid changes in our economy. 


Present indications are that our in- 
vestment policy would treat any sus- 
tained general advance in prices for 
stocks as an opportunity to reduce such 
commitments. Upgrading of common 
stocks from the standpoint of quality is 
also of considerable importance both 
now and in the event of rising markets. 


J. Allan Wilson, Vice President 


A Paciric Coast BANK 


Our Trust Investment Committee 
would favor investing $100,000 cash in 
a fully discretionary trust about as fol- 
lows: 45% in bonds, 10% in preferreds, 
and 45% in common stocks (10% of 
which would be in short-term Govern- 
ments as a reserve for more favorable 
buying opportunities). We would pur- 
chase bonds maturing from 10 to 20 
years and would stagger maturities 
within that period. Our objective would 
be an approximate 50-50 division be- 
tween fixed income securities and equi 
ties. 


TRUSTS AND EsTATES 
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We would favor preliminary stock 
investments from some, but not all, of 
the following fields — insurance, banks, 
chemicals, containers, electrical equip- 
ments, foods, merchandising, tobaccos, 
utilities (gas, electric, and telephone), 
agricultural equipment, non-ferrous 
metals, oils, drugs, and rubbers. We 
would avoid autos (and auto equip- 
ments), rails (and rail equipments), 
and textiles at the present time. 


Vice President 


BanK OF America N.T. &S.A., 


San Francisco 


A new, fully discretionary trust with 
$100,000 in cash and no other assets 
would be invested in a portfolio espe- 
cially designed to the needs of the in- 
come beneficiary and the over-all ob- 
jective of the trust. 


Assuming a long-term trust with no 
income tax problems on the part of the 
beneficiary and where maximum rea- 
sonable income is the objective, an in- 
vestment program comprised of approx- 
imately 50% in fixed income securities 
and 50% in common stocks would be 
recommended. 


The fixed investments would consist 
of Government bonds, corporate bonds 
and other prime obligations. Maturities 
would be well spaced and the Govern- 
ment bonds would be available as a 
reserve to be drawn upon for contingent 
needs of the beneficiary as well as to 
provide funds for any subsequent 
changes that might be deemed advisable 
between the bond-stock ratios. 


In the common stock portion of the 
portfolio, approximately 20% would be 
placed in stocks of companies with rela- 
tively stable earnings, such as utilities, 
banks and insurance. The remaining 
30% would be apportioned among a 
well diversified list of industrial com- 
mon stocks. The portfolio and percent- 
ages would be substantially as follows: 


Government Bonds -... 0% 
Corporate Bonds _______. 20% 
Other Prime Obligations __ 10% 
Common Stocks _........... 50% 
Our Bank’s Diversified Common 
Trust Fund, which offers a much 


broader diversification of investment 
than ordinarily obtainable under an in- 
dividual investment program, would 
also be considered as an investment 
medium for the $100,000. The Fund is 
composed of Government bonds, corpo- 
rate bonds, other prime obligations, 
real estate loans, high grade preferred 
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and common stocks with 50% in fixed 
investments and 50% in equities. 


Thomas Leith, Trust Officer 


THE Marine Trust Company of 
Western New York, Buffalo 


In approaching this type of invest- 
ment problem, the most carefully 
weighed facet appears to be — how 
much of the fund should be invested 
in common stocks? Liberalized laws re- 
lating to trust investment have tended 
to spotlight equities. Selected common 
stocks of trust quality have been re- 
ceiving the recognition they deserve 
based on a good record of long-term 
performance with respect to dividend 
payments and capital values. 


It is undeniable that the economy has 
had the benefit in the last few years of 
great stimuli, partly artificial. Also, we 
have had prosperity in the United States 
for about 144 months. We don’t believe 
the economy “accelerator” can _ be 
“down to the floor board” continuously. 
Growing signs have pointed to the need 
for a cautious investment policy. Ac- 
cordingly, I would elect a present maxi- 
mum common stock ratio of 40% of the 


fund. 


In this connection, there should exist 
a willingness on the part of everyone 
responsible for the management of in- 
vestment funds to think in terms of spe- 
cific stocks. The record shows that a 
bull market has prevailed in some im- 
portant groups of stocks at the same 
time that a down-swing has occurred 
in other groups. The need for a selec- 


tive policy is emphasized. For our trust 
investment at this time, such groups as 
banks, electric utilities and casualty in- 
surance companies merit consideration. 
The over-supply of crude in the petro- 
leum industry has resulted in a poor 
statistical position which may persist 
for some months. This has depressed 
certain oil common stocks marketwise 
to an extent that interesting values are 
beginning to appear. Modest representa- 
tion in the oil industry should be pro- 
vided. Purchase of chemical stocks 
might be deferred since most of the 
leading, representative issues are sell- 
ing at relatively high price-earnings 
ratios and provide unattractive yields. 


As for the fixed-income portion of 
our trust fund — currently to represent 
60% of the over-all, we would think in 
terms of 50% in bonds, with the bal- 
ance of 10% in preferred stocks. The 
latter section might well include one or 
two convertible issues of acceptable 
quality where the prevailing price does 
not include much of a premium, if 
any, for the conversion feature. 


Bond yields have become more re- 
warding and should continue so despite 
the dramatic turn-about of May-June 
when the Federal authorities suddenly 
reversed their policy in belated recogni- 
tion that the problem was not one of 
inflation or a business boom, but rather 
one of deflation and a downturn in 
business activity. Events of the last 5 
or 6 months hold considerable signifi- 
cance for the investor generally. One 
conclusion is that the low in bond prices 











has likely been seen for many months 
to come, perhaps for several years. Also 
a balancing of the budget may not be 
attainable within the time limits ad- 
vanced by the Treasury. Substantial 
deficit spending may become necessary 
at a time when tax receipts have de- 
clined. 


In summary, this is no time to pass 
lightly over the recognized functions 
of trusteeship — it is no time for reli- 
ance upon investment by cliché. Rather, 
it seems to be a time for caution and 
great care in the pursuit of a selective 
policy — particularly in connection with 


common stock investments. 
F. Taylor Root, Vice President 


First NATIONAL BANK in Dallas 
Whatever the amount, — $100,000 


or more or less, — whenever accepting 
a trust my colleagues and I would care- 
fully study the provisions of the instru- 
ment and submit to our Trust Commit- 
tee an investment program which in our 
unanimous opinion best conforms to 
our understanding of them, best satis- 
fies the requirements of the beneficiary, 
and accordingly best achieves the para- 
mount purpose of the trust. The Trust 
Committee would amend, revise or ac- 
cept our offerings. 


The influence of the tax bracket is 
omnipresent and, in the event of a large 
outside taxable income to the benefici- 
ary, might even call for a 100% tax 
exempt portfolio. While this is an ex- 
treme case, it should be borne in mind 


that the two suggested patterns would 
only be made if the tax bracket so indi- 
cated. Also, the patterns as suggested 
are without modifying influence that 
might be brought to bear from a corpus 
invasion provision or likelihood and 
without considering the stated or prob- 
able termination date of the trust or 
the probable requirements of the re- 
maindermen in event termination was 
imminent, all of which are properly 
taken into consideration in establishing 
an investment portfolio. 


Assuming under an account of $100,- 
000, for example, that the income is 
taxable to the beneficiary and that the 
information indicated that tax-free mu- 
nicipal bonds would be beneficial, we 
would place from this trust 25% in 
municipal bonds with maturities rang- 
ing from 6 to 12 years; 50% in United 
States Government obligations with ma- 
turities ranging from 6 months to 2 
years; while the remaining’ 25% would 
be invested in a diversified industry 
group of common stocks. 


Assuming that the investigation dis- 
closed no outside income, (from which 
it would follow the income tax rate 
would not be the controlling factor), 
we would place 75% in Government 
obligations maturing at intervals from 
6 months to 5 years and would invest 
the remaining 25% in common stocks. 


The common stocks bought in either 
instance would be those of highest qual- 
ity and would be in companies dealing 
in products or services presently deemed 
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essential to the American economy; 
companies national in scope of opera- 
tions that have long enjoyed satisfactory 
earnings and a long and consistent divi- 
dend record. The lower the income re- 
quirements of the beneficiary, the great- 
er the inclination to invest in growth 
stocks which normally produce lesser 
immediate returns. For each of the 
above suggested investment patterns, we 
would presently favor the highest qual- 
ity stocks, with the best growth possi- 
bilities, and stability of reasonable in- 
come, in the following industries: chem- 
ical, electrical equipment, petroleum, 
building supply, retail stores, utilities, 
foods and tobacco. 


When deemed advisable, a higher 
percentage would be placed in common 
stocks until eventually the ratio would 
probably not exceed 60% and might 
range as low as 40%. Obviously, the 
purpose of investing in short Govern- 
ments with spaced maturities is to make 
funds available with which to take ad- 
vantage of more permanent investment 
opportunities and yet enjoy some return 
in the interim. 


Paul H. Kirk, Assistant Trust Officer 


Fiwetity Trust Co., Pittsburgh 


The object of this hypothetical trust 
is to obtain the best possible income 
with a prudent degree of risk. The in- 
dividual dependent upon the income is 
assumed to be in his middle years: 
there are no remainderman considera- 
tions. 


As the beneficiary is dependent on 
income, it would be advisable to place 
roughly 50% of the available funds in 
high quality preferred stock issues. 
There will be differences of opinion as 
to whether a part, if not all, of the 
conservative fixed income portion of 
the fund should not be invested in 
bonds. Past experience has revealed 
that changes in money rates have affect- 
ed highest grade bond prices in about 
the same ratio as they have the market 
values of high grade preferreds. 


In the selection of preferred stocks, 
consideration has been given to the 
earnings record of individual com- 
panies, coverage of dividends, capital- 
izations both as to prior debt, if any, 
and the cushion offered by the relative 
value of the junior equities. The size 
of the issue and its marketability are. 
of course, important considerations. 
Sinking fund, conversion and call pro- 
visions have considerable bearing in de- 
ciding upon the individual stocks select: 
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ed. An issue being reduced periodically 
by company purchases will tend to have 
better support than one not having 
sinking fund provisions. Better yields 
are often afforded to quality preferreds 
where call prices tend to stabilize their 
market. 


In dealing with the common stock 
portion, diversification is essential. This 
factor is often carried to an extreme 
and a list becomes burdensome without 
accomplishing the desired results. In 
our selection, the largest commitment 
is $4,800 and the smallest $2,400. 
Thought has been given to balancing 
more stable high yield issues with 
others chosen for growth characteris- 
tics. 


The size of the trust and the income 
requirements naturally place limitations 
on the choice of individual stocks. A 
good company name with a better than 
average record of earnings and regular 
income payments were of particular 
concern. However, the list includes 
companies that directly or indirectly 
will have a stake in the more dynamic 
parts of our economy. 


A typical selection in accordance with 
the foregoing might be: 


Preferred Stocks 


50 sh. American Viscose Corp. 5% 
50 Consolidated Edison Co. $5.00 
100 General Motors Corp. $5.00 
100 Hershey Choco. Corp. 44% 
50 Mathieson Chem. Corp. 44% 
50 G. C. Murphy Co. 4%% 

100 Pure Oil Co. 5% 


At current market prices, the cost of 
this group would be $50,000 with an 
annual income of $2,162.50. 


Common Stocks 


70 sh. Aluminum Co. of America 

40 Kennecott Copper Corp. 

50 Borg Warner Corp. 

50 General Motors Corp. 

100 National Lead Co. 

50 Pittsburgh Plate Glass Co. 

50 American Cyanamid Co. 

35 E. I. du Pont de Nemours & Co. 
35 Union Carbide & Carbon Corp. 
100 Westinghouse Electric Corp. 
50 National Dairy Products Corp. 
60 International Paper Co. 

50 Continental Oil Co. 

50 Phillips Petroleum Co. 

50 Standard Oil Co., New Jersey 
50 Bethlehem Steel Corp. 


The cost of this group would be $50,- 
280, with an annual income of $2,582.50 
at current dividend rates. The total in- 
dicated income would be $4,745 or a 
yield of 4.73% on the $100,000 fund. 


N. Vance Harper, Investment Officer 
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1953 has shown our economy opera- 
ting at a high level with virtually full 
employment at high wages and excellent 
corporate earnings. High grade stock 
prices on the averages have shown only 
moderate fluctuation with individual is- 
sues subject to wide and diverse move- 
ments. Stock averages are approxi- 
mately at the same level as this time last 
year. The bond market has experienced 
one of the most violent movements of 
the past three decades but has recovered 
to about the level of early 1953. 


It is our feeling that the many ad- 
justments which began in the third 
quarter and became increasingly evi- 
dent in the final quarter will continue 
in 1954. Important segments of our 
economy, such as defense spending and 
construction, will probably be at rates 
beneath 1953. The tremendous drive for 
high production, with costs a secondary 
factor, witnessed in many industries 
earlier this year, is not likely to be 
repeated. Management is becoming in- 
creasingly cost conscious and will accel- 
erate efforts to improve operating efh- 
ciency. 1954 will bring intense compe- 
tition and although, in all probability, 
total consumer income will be relatively 
well maintained, corporate earnings be- 
fore taxes will, we feel, be lower than 
in 1953. 


The Administration should make 


many important recommendations affect- 
ing business, but legislative outcome is 
difficult to predict. Every effort will be 
exerted to maintain the economy at a 


high level and the tight money situa- 
tion of 1953 should not recur. We be- 
lieve that interest rates will be stable, 
or perhaps easier, in 1954. 


Under there assumptions, we feel that 
a trustee should pursue a conservative 
policy. We would place about 20% in 
Government bonds, 35% in corporate 
bonds, assuming no need for municipal 
bonds, 15% in preferreds and 30% in 
commons. Bond maturities should be 
properly spaced and confined to quality 
issues. Preferred stocks should also be 
of high quality and a sinking fund is 
desirable. A conversion feature is also 
attractive at a modest premium over 
investment value. 


Common stocks should be chosen with 
great care and confined to the strong- 
est, best managed companies with rec- 
ords of profitability under highly com- 
petitive conditions. The selection of 
quality common stocks should be tem- 
pered with a recognition of sound value 
and the trustee should avoid excessive 
capitalization of earnings still many 
years inthe future. We are quite opti- 
mistic about the longer term outlook 
and believe strongly that ‘growth’ stocks 
have a place in practically all accounts, 
but more favorable buying opportuni- 
ties will probably appear later. 


Our current common stock selections 
are among electric utilities, variety 
chains, certain merchandizing stocks, 
oils, banks, foods and some specialties. 
During 1954 some favorable buying 
opportunities may develop and trustees 
should be alert to take a position in 
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chemicals and electronics which are 
certain to benefit from both growth and 
the development of new products. We 
recommend that ultimately a_ trust 
should have at least 50% invested in 
common stocks and that it be managed 
with this objective in mind. 

Thomas L. Ralph, Vice President 


Ciry Bank Farmers Trust Co., 
New York City 


That elusive “recession” so cautiously 
predicted for the past several years 
seems to have found still another corner 
to hide behind. To be sure there are 
certain indications of its presence in 
the neighborhood, but so far there is 
certainly nothing ominous about them. 
Meanwhile, another prosperous year has 
been written into the records. 


Against the background of an econ- 
omy still traveling at so handsome a 
pace that questions concerning its con- 
tinuance will not down, the problem 
facing the fiduciary investor is roughly 
about the same as it was a year ago. 
Under the necessity of keeping funds 
profitably employed, a prudent program 
seems to be one just a little “right of 
center,” to borrow a political cliché. 
This means having some participation 
in our present and prospective prosper- 
ity, and at the same time some defense 
against its decline. Participation in pros- 
perity comes from the stocks of pros- 
perous companies, and defense against 
decline comes not only from shifting 
emphasis in stock selection but primar- 
ily from fixed income securities with a 
sprinkling of short-term issues to the 
extent compatible with income require- 
ments. Perhaps the most notable devel- 
opment in the investment markets of 
the past year was the minor convulsion 
in the bond market of last spring, bring- 
ing for a brief period the best bond 
yields for nearly twenty years. Even 
with the subsequent improvement in 
prices and resulting decline in yields, 
high grade bond yields are still reason- 
ably satisfactory by comparison with 
those of our extreme easy money period. 


In the stock field, utility issues have 
probably gained in popularity, with oils 
and chemicals still holding a prominent 
place in most portfolios, and food, re- 
tail trade, electrical manufacturing, in- 
surance, and, with some trustees, bank 
stocks coming in for due consideration. 
One difficulty with insurance stocks is 
a generally lower income than that 
available from other groups. Emphasis 
will be on dividend protection and those 
companies supplying such essential 
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needs and services as to give them a 
favorable long-term or peacetime out- 
look as well as a share in current pros- 
perity. General Electric is perhaps one 
example of such a company. A heavy 
participant in manufacturing for de- 
fense, it is active also in research, and 
has an important stake in the ever ex- 
panding electric utility industry. Many 
readers have seen the management’s 
optimistic estimates of a doubling in the 
capacity of the electric utility industry 
within the next decade. Finally, in the 
never-ending process of finding selective 
values there is some consolation in the 
fact that in many cases prices have been 
taking a reasonably sober view of both 
present and prospective prosperity. 


A middle of the road course is some- 
times criticized as being neither one 
thing nor another, neither wholly right 
nor wholly wrong, or lacking in courage 
and imagination. But the nature of 
trusteeship and the hazards of predic- 
tion being what they are, little else 
seems left under present circumstances 
for even the most imaginative trustee. 
Labels can be deceptive things, but to 
the extent that we are justified in at- 
tempting a distinction between times 
which encourage what might be called 
“constructive action” as against times 
which suggest protective action, many 
trustees still feel that the present is a 
time for shifting emphasis more toward 
the latter than the former. During such 
a period upgrading of portfolios should 
continue, and wise diversification will 
give even a balanced program a reason- 
able share in whatever long-term pros- 
perity may be ahead of us after the 
much discussed “readjustment” is fin- 
ally behind us. 

Bascom H. Torrance, 
Vice President 


THE Rices NATIONAL BANK, 
Washington, D. C. 


For a new fully discretionary cash 
trust account with no restrictions to the 
legal list or otherwise, and with no un- 
usual circumstances or need for tax 
exempt income, we would anticipate the 
ultimate composition of the portfolio 
as follows: 


50% in common stocks, selected 
for quality, income, and growth to 
produce an average yield of perhaps 
5%. (This ratio to be obtained only 
over a period of time as explained 
below.) 


5% in medium quality preferred 
stocks, probably in improving public 
utility companies, selected for income 
to yield about 4.4% or better. 


40% in notes secured by first deeds 
of trust on local real estate, to yield 
442% to 5%. 


5% in short-term Governments, as 
a cash reserve. 


The common stocks would be diversi- 
fied by industry, with not more than 
5% in any one item; and in the com- 
mon stocks the public utility equities 
would be diversified geographically in 
companies serving relatively large areas 
with good growth, prospects. 


The foregoing portfolio distribution 
reflects the fact that for about twelve 
years we have not purchased corporate 
bonds except for cause, as in pension 
and endowment type accounts. Likewise 
we make no attempt to hedge commit- 
ments through the acquisition of con- 
vertible securities, though some of our 
preferred holdings have conversion 
privileges. 

In our established accounts we have 
been engaged for over a year in cutting 
back stock ratios which by reason of 
market action had advanced beyond 
50%; and in shifting cyclical to de- 
fensive type stocks. Our purpose is to 
have these old accounts conform to the 
above pattern, and to adjust to present 
market and economic conditions. While 
we would bring the stated cash fund 
to the 5% preferred ratio and to the 
40% real estate note ratio as rapidly 
as possible, the common stocks would 
be restricted for the time being to not 
more than 25% of the trust, with the 
balance of cash earmarked for commons 
to be placed temporarily in short-term 
Governments. The latter would be shift- 
ed over a period of a year or so to com- 
mon stocks in an effort to average out 
the market, and to find attractive buy- 
ing opportunities, until attainment of 
the 50% ratio. 


Over the past months, our purchases 
of commons have stressed the so-called 
“defensive income type” as in the food, 
dairy, and electric operating utility in- 
dustries; but in due course we antici- 
pate a shift in emphasis to more dy- 
namic growth industries. 


Our real estate note portfolio per 
centages run well beyond the usual ac: 
count ratios elsewhere; but our local 
experience has been extraordinarily 
favorable, and these notes have proved 
for many years to be a safe and high 
yielding form of fixed income holdings. 
The stability of the government payroll 
is the basic reason for this record. 


Frederick L. Church, Jr. 


Trust Investment Officer 
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— Evprover Securrres IN EMpLovee TRUSTS 


Some Legal and Financial Aspects 


ENSION AND PROFIT-SHARING TRUST 

funds are being scrutinized by an 
increasing number of employers as a 
source of loan or equity capital for their 
own business operations. This interest 
is likely to expand as the number and 
size of the funds grow. 


In three well-publicized situations in 
recent months, profit-sharing funds have 
also been used for outright purchase of 
the employer’s business. In this manner, 
employees acquired ownership of E. G. 
Shinner and Company, Inc., of Chicago; 
Cleveland Pneumatic Tool Company of 
Cleveland, Ohio; and Arthur D. Little, 
Inc., of Cambridge, Massachusetts. 


The Internal Revenue Service report- 
ed that in the fiscal year ended June 30, 
1953, it received 195 requests for rul- 
ings on investments in employer securi- 
ties, as compared with a total of 571 
such rulings for all previous years com- 
bined. Sixty-one applications were pend- 
ing at the end of the year compared 
with five at the beginning of the year. 


The risks of concentrating trust funds 
in a single business enterprise are well- 
known to experienced trust officers. 
However, to an employer in need of 
capital to finance business operations, 
or desirous of liquidating business in- 
terests, such funds may look like the 
ready-made answer to the quest for 
lender-buyer. Individual trustees, fre- 
quently close to management and serv- 
ing at the option of management, may 
be inclined to share the employer’s atti- 
tudes and interests. 


An employer contemplating the above 
course of action is well-advised to give 


_careful consideration to the legal and 


financial implications. 


For Whose Benefit? 


Employer contributions to an em- 
ployees’ trust are tax exempt under 
Section 23(p) of the Internal Revenue 
Code, and earnings and capital gains 
of the trust are tax exempt under Sec- 
tion 165(a), on certain conditions, one 
of which is that the trust must be estab- 
lished for the exclusive benefit of em- 
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ployees or their beneficiaries. To the 
extent that a trust creates a market for 
the employer’s securities or provides 
capital on terms more favorable than 
those obtainable elsewhere, it benefits 
the employer, regardless of collateral 
effects on employees. Strict construction 
of the provision has its limitations, how- 
ever, inasmuch as the employer also 
benefits, with no question of propriety, 
if the trust improves employee morale, 
loyalty, and efficiency. 

What the law and regulations seek to 
prevent is the use of trust funds in a 
manner which is clearly advantageous 
to the employer, with dubious advan- 
tages or unduly high risks to the funds 
of the employees. This determination, 
especially in borderline cases, may in- 
volve the judicious weighing of factors 
about which honest men can honestly 
disagree. The use of trust funds in the 
employer’s business thus imposes on 
trustees more than the ordinary respon- 
sibilities of trusteeship. 


The Treasury Department has han- 
dled the problem with a certain amount 
of caution. A ruling issued in 1945 by 
the Pension Trust Division of the In- 
come Tax Unit (PS 49) reiterated Reg- 


ulation 111 to the effect that the trust 
fund may be used “to purchase any in- 
vestments permitted by the trust agree- 
ment, to the extent allowed by local 
law,” and that where “the trust funds 
are invested in stock or securities of 
the employer, full disclosure must be 
made of the reasons for such arrange- 
ment and of the conditions under which 
such investments are made in order 
that the Commissioner may determine 
whether the trust serves any purpose 
other than constituting part of a plan 
for the exclusive benefit of employees.” 


The ruling enumerated the documents 
required by the Commissioner for “full 
disclosure”: balance sheets, comparative 
statements of income and profit and loss, 
an analysis of the surplus account show- 
ing the amount and rate of dividends, 
a statement showing material changes 
from the latest dates of these statements 
to the date of filing the information, a 
schedule showing the assets of the trust 
fund, and “a statement setting forth the 
amount to be invested in the stock or 
securities of the employer, the nature 
of the investment, the present rate of 
return, and the reasons for the invest- 
ment.” This information was to be sub- 
mitted “prior to making the invest- 
ment.” 


Responsibility for passing judgment 
on the wisdom of such investments was 
carefully disavowed. Approval or dis- 
approval, said the Commissioner, was 
not to be “construed as an opinion as to 
whether or not the purchase of the em- 
ployer’s stock or securities constitutes 
a good investment. . . . In such matters 
the trustee should be guided by the 
trust instrument, local law, and his own 
judgment.” (Italics added.) 


Recent Rulings 


More recently, Revenue Ruling 33 
(March, 1953) recognized in effect that 
sale of closely held securities to the trust 
might incidentally benefit the vendor 
(who could be the employer) by return- 
ing a profit on the sale, but that this 
benefit would not disqualify the trust 
if the best interests of the trust were 


949 








served by the transaction. Four yard- 
sticks of measure were suggested: 


(1) The cost must not exceed fair 
market value at time of purchase; 


(2) A fair return commensurate 
with the prevailing rate should be 
provided; 


(3) Sufficient liquidity should be 
maintained so as to permit distribu- 
tions in accordance with the terms of 
the plan; 


* (4) Safeguards should exist such 

as a prudent investor would require. 

Revenue Ruling 46 pertained to a 
situation where the trust “(1) borrows 
capital, (2) invests in the securities of 
or enters into transactions with the 
employer.” As far as the Internal Reve- 
nue Code is concerned, according to 
this ruling, an employees’ trust may 
borrow money to purchase investments, 
but the trust will be disqualified if the 
borrowing is undertaken for the pur- 
pose of benefitting the employer, as, for 
example, borrowing to furnish capital 
to the employer at a time when his 
financial condition is such that he is 
unable to borrow. 


Investment Aspects — Pension Trusts 


From the standpoint of the trustees, 
investment of trust funds in the busi- 
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ness or securities of the employer in- 
volves a great deal more than meeting 
legal requirements. It also involves im- 
portant financial considerations, touch- 
ing their responsibilities for maintain- 
ing the integrity of the trust. 


Since the factors governing invest- 
ments for a pension trust may be differ- 
ent from those for a profit-sharing trust, 
the two types must be considered separ- 
ately. 


What is the purpose of a pension 
trust? The purpose is to accumulate 
actuarially determinable sums of money 
during a worker’s employment in order 
to pay him an agreed schedule of bene- 
fits, or pension, during his retirement. 
The role of the trustee is to conserve 
principal to meet a fixed dollar obliga- 
tion, and traditionally that responsi- 
bility has been discharged by invest- 
ment of the trust fund in Government 
and good quality corporate bonds. 


The rapid expansion of employees’ 
trusts in recent years has given impetus 
to the development of a more dynamic 
conception of trusteeship — a concep- 
tion pioneered largely by trustees of 
college endowment funds in the 1930's. 
Slight increases in fund earnings mate- 
rially reduce pension costs. (Actuaries 
estimate that a one-half of one per cent 
increase in earnings can reduce costs 
as much as 12 to 14 per cent.) This is 
simply saying that the more a pension 
fund earns, the less an employer con- 
tributes to maintain a given level of pen- 
sion benefits. 


Cost-conscious employers, profiting 
by the experience of college endowment 
funds, have discovered that earnings of 
34% to 4 per cent can be realized by 
a pension fund, without undue sacrifice 
of safety of principal, by judicious use 
of good quality common and preferred 
stocks selected for long-term income and 
appreciation. Consequently, they have 
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become less satisfied with all-bond port- 
folios earning 214 to 3 per cent. 


Diversification and Retention 


In general, the purpose of a pension 
trust can be served by conservatively 
investing the assets in the following 
ratios: 


Government obligations _____. 20% 
Corporate bonds —____.___. 40% 
Preferred stocks __....... 15% 
Commen steers 25% 


Liabilities of a pension trust are 
known years in advance of maturity, 
since they begin at retirement, which is 
a definitely determinable event. There- 
fore, 60 per cent of the portfolio is in- 
vested in Government and corporate 
bonds, with maturities carefully spaced 
to provide cash as needed. The remain- 
ing 40 per cent is invested in common 
and preferred stocks selected primarily 
for long-term income, and purchased 
over a period of time at various market 
levels for what should be a satisfactory 
average price. Conservatively invested, 
the fund yields 31% to 4 per cent. 


Because cash is provided by matur- 
ing bonds, as well as by current con- 
tributions, it should never be necessary 
to sell stocks at a capital loss on de- 
pressed markets. Presumably, stocks 
will be sold only as they appear to lose 
their attractiveness for income, or as 
the trustees determine to re-establish 
ratios upset by changing market values. 
In a properly managed portfolio, one 
sale at a loss should be more than offset 
by another sale at a gain, and the net 
long-term trend should be one of grad- 
ual appreciation. 


Propriety of Employer Securities 


Assuming that a pension fund port- 
folio is invested according to these 
principles, how do employer securities 
fit into that portfolio? In the interests 
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of the trust, such securities should stand 
strictly on their merits, in competition 
with other securities available to the 
trustees. Under no circumstances are 
they a suitable substitute for Govern- 
ment obligations, which are the founda- 
tion of any portfolio of this type. They 
may, however, find a legitimate place 
as bonds or debentures, preferred 
stocks or subordinated notes, mortgages 
or equities. 


After the trustees have appraised the 
character and quality of employer se- 
curities, and found them suitable for 
trust purposes, they must decide how 
much the trust is justified in investing 
in this type of commitment. The an- 
swer will be found in terms of “bal- 
ance.” By diversification, the trustees 
aim to produce a “balanced portfolio.” 
From this it follows that over-concen- 
tration of investment in the securities 
of any one company involves a corre- 
sponding over-concentration of risks. 


Trust investment in the securities of 
the sponsoring employer involves a 
“double-barreled” risk. If the employer 
becomes insolvent, not only may em- 
ployees lose their jobs, but also they 
may lose the values represented by the 
employer’s irredeemable securities held 
by the trust. This could be serious for 
older employees dependent on pension 
credits for retirement income. 


There is also the question whether 
the employer will regard an obligation 
to his employees’ trust with the same 
sense of detachment and urgency that 
he would regard an obligation to an out- 
side party. Will he be as anxious to 
redeem a note held by the trust as a 
note held by his bank? Will he retire 
outstanding bonds when due, or re- 
negotiate? Will there be opportunity 
and temptation to make “special ar- 
rangements”? As creditor, the trust is 


in a poor bargaining position to press 
its claims. 


The Canadian law specifically forbids 
employees’ trusts to invest in the se- 
curities of the employer. The law in 
this country leaves the door open to 
greater opportunity—and greater abuse. 


Morally, the responsibility of the 
trustee is to the trust, not to the em- 
ployer. If the trust functions exclusively 
for the benefit of employees, as re- 
quired by Section 165(a) of the Code, 
it could well be a matter of indifference 
to the employer whether he borrows 
from the trust at 4 per cent, or from 
his bank at 4 per cent. In either case, 
his financial and moral obligation is the 
same. 


Profit-Sharing Considerations 
Different 


A profit-sharing trust operates under 
different conditions, and sometimes 
serves different purposes which may per- 
mit greater flexibility of investments. 
Trustees of a profit-sharing fund are 
not required to meet fixed dollar obliga- 
tions. They deal with “units.” Partici- 
pants accumulate units which vary in 
value according to variations in the 
value of fund assets. These fluctuations 
range from zero for cash to rather wide 
fluctuations for funds heavily invested 
in equities. 


Because of the absence of a dollar 
obligation, investment policies for a 
profit-sharing trust vary according to 
the purposes of the employer and the 
investment attitudes of the trustees, At 
one extreme may be a portfolio invested 
entirely in Governments, at the other 
extreme a portfolio invested entirely in 
equities. There is no “pattern.” 


A profit-sharing trust may be better 
suited to investment in employer securi- 
ties than a pension trust, especially if 





Member Federal Reserve System and Federal Deposit Insurance Corporation 


DECEMBER 1953 


1894 - 1953 





the announced purpose is to tie the 
fortunes of the trust to the fortunes of 
the business. By this means employees 
are given a direct stake in the business 
—to the profit of themselves and of the 
business if the effect is to stimulate in- 
centives. The profit-sharing plan of 
Sears, Roebuck and Company, owning 
approximately 25 per cent of Sears 
common stock, is an eminently success- 
ful plan of this type. 


Two Tests 


Ordinarily, a profit-sharing trust will 
probably achieve best over-all perform- 
ance by using a balanced portfolio simi- 
lar to that suggested for a pension trust. 
The bond section protects dollars. The 
equities section protects purchasing 
power. Diversification imparts an ele- 
ment of safety. 


The attractiveness of employer se- 
curities for use in a balanced portfolio, 
whether of the pension or profit-sharing 
variety, depends ultimately on two fac- 
tors: (1) investment quality of the 
securities, (2) suitability for purposes 
of the trust. If such securities merit a 
high rating on both counts, they will 
probably meet the requirements of the 
Federal law. 
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FORMULA PLANS FOR INVESTMENT | 


SUGGESTED SOLUTION TO THE PROBLEM OF MEDIANS 


HERE IS WIDESPREAD AGREEMENT 
é jpn investment managers as to 
the desirability of formula planning. 
There is less agreement, however, con- 
cerning the application of technical de- 
tails to the actual operation of such 
plans. 


One of the big problems in variable 
ratio planning is selecting the area in 
which contemplated stock-bond trans- 
fers will take place. The area selected 
must, of course, encompass as closely as 
possible actual market fluctuation. In 
other words, the plan must be “anchor- 
ed” to the market in some fashion. The 
type of anchor to be used is usually the 
source of the “much discussion” cited 
above. 


There are two types of anchors in 
general use: market trend and intrinsic 
value medians. 


In the trend type of median for 
normal, a suitable trend of stock prices 
is fitted to selected data and plan activity 
is then based on this trend. With this 
median there is always the problem of 
“selected data”—will the years selected 
be representative of what the analyst is 
attempting to portray — normal for 
stock prices? 


The Trend of Stock Prices 


To outline a long-term trend of stock 
prices does not appear difficult. A 55 
year price history of the Dow-Jones In- 
dustrial Average trends upward with 
amazing regularity. The $64 question 
is: Will such a trend continue, and if 
so, at the same rate? If not, profits will 
be almost non-existent for plans using 
a normal based on this trend; market 
fluctuations after a time will no longer 
be within the scaled range of action 
points, and plan activity will diminish. 


In recent years, there has been some 
doubt as to whether the long-term trend 
of stock prices as indicated by the Dow- 
Jones Industrial Average is valid. Mar- 
shall D. Ketchum, Associate Professor 
of Finance, University of Chicago, writ- 
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ing in the Journal of Business of the 
University of Chicago in 1948, ques- 
tioned the validity of the trend as then 
indicated, and suggested that the up- 
ward slope had flattened since 1935. It 
may be that time will prove Professor 
Ketchum wrong; but, nevertheless, the 
validity of any projection of a trend 
in stock prices is always subject to 
question. 


Intrinsic Value Medians 


The theory of intrinsic value medians 
rests upon the assumption that a funda- 
mental relationship exists between stock 
prices and earnings, dividends, and 
book values. Most medians are based 
on either dividends, earnings, or book 
values. A past relationship of stock 
prices to these items is established and 
then this relationship is usually applied 
to current or estimated future dividends 
and earnings. Oftentimes, it is based on 
an assumed “normal” rate of interest. 
Formula plans, using medians of this 
type, have produced good profits. 


Many analysts will agree that intrin- 
sic value medians are a vast improve- 
ment over trend medians. There are 
disadvantages, however, to certain of 
them. For example, it seems dangerous 
to assume that a relationship (dividends 
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gree from New York 
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Templeton, Dobbrow & Vance, Ine., of 
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ner is a Trustee of the New York Chapter 
of The Hemophilia Foundation, Inc., a Vice 
President and Director of the Templeton & 
Liddell Fund, and author of a study on the 
financial characteristics of the casualty in- 
surance industry. 





to price or earnings to price) establish- 
ed in the past will continue undisturbed 
in the future, particularly in these times 
of rapid economic changes. Also, stock 
prices are probably influenced by more 
than just one factor; therefore, it seems 
safer to assume that normal for stock 
prices should reflect more than one, or 
even two, relationships. 


In an effort to circumvent the difh- 
culty of projecting market trends, our 
investment counsel firm has developed 
its own non-forecasting technique. This 
method is based on a market median 
which attempts to reflect normal invest- 
ment value under current economic con- 
ditions. Normal, as computed by this 
method, does not make any assumption 
regarding the long-term trend of stock 
prices, but is based on a number of 
measurable factors which directly de- 
termine stock prices. In operating each 
client’s individual plan, however, the 
firm does assume that stock prices will, 
as in the past, continue to fluctuate in 
cycles. 


Factors Determining Stock Prices 


Generally speaking, stock prices are 
influenced by two types of causal fact- 
ors. The first of these includes all those 
events whose influence can be classified 
as unmeasurable psychological factors, 
such as war or peace rumors. The well- 
remembered bull market of 1928-29 is 
an example of the effect of unmeasur- 
able psychological factors on_ stock 
prices. As a rule, influences of this type 
are not permanent — the effects are 
usually felt only over the short run. 


Stock prices are also determined by 
measurable factors. The nonforecasting 
theory rests on the assumption that 
normal for stock prices at any one time 
depends on a number of measurable 
economic conditions, and not upon 4 
trend line or on any one relationship. 
The theory assumes that economic con- 
ditions will be reflected in stock prices 
through: the rate of corporate earnings, 
interest rates, changes in the reproduc- 
tion cost of corporate assets. 
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Normal, calculated on this basis, will 
tend to follow the ups and downs of 
economic activity as reflected by the 
above factors. This seems logical, since 
all stock values are created by such 
activity. The chart illustrates normal 
during the last 30 years as calculated by 
our firm. Normal is expressed in terms 
of Standard & Poor’s long-term index 
of industrial stocks. 


The tendency for stock prices and 
normal to fluctuate at higher and higher 
levels is directly caused by: higher level 
of corporate earnings, increase in re- 
placement cost of corporate assets, lower 
level of interest rates. 


The Trend of Corporate Earnings 


Corporate earnings vary with the 
business cycle, but if earnings are aver- 
aged over a sufficient number of years 
to eliminate cyclical fluctuations, it will 
be noted that average earnings at pres- 
ent are considerably higher than 30 
years ago. It is logical to assume then 
that, since stock prices are a function 
of earnings, they should in turn fluctu- 
ate at higher levels. 


Table I shows a portion of a histori- 
cal record of corporate earnings pre- 
pared by the Cowles Commission and 
Standard & Poor’s Corporation. 


TABLE I 
30 Year History of Corporate Earnings 
(Dollars Per Share) 


1922 _. $ 4.70 1937 ... $ 7.80 
1923 __. 7.13 1938 _.. 3.70 
1924 __ 6.52 1939 __. 6.17 
1925 __ 9.92 1940 __. 7.40 
1926 __. 9.56 1941 __. 8.64 
1927 __ 7.70 1942 __ 7.04 
1928 __ 9.79 1943 __ 7.46 
1929 __ 10.80 1944 __ 8.02 
1930 __ 5.72 1945 __ 8.08 
1931 __ 1.69 1946 __. 11.05 
1932 _. D 0.24 1947 __ 15.60 
1933 __ 1.92 1948 __. 19.60 
1934 __. 3.10 1949 __ 17.70 
1935 __ 4.64 1950 __. 22.75 
1936 __ 7.14 1951 - 21.05 
1952 _. P 19. 40 


P Preliminary; D ‘Deficit 


Corporate earnings have an upward 
trend for several reasons: 


1. Increasing population (which 


means broader markets). 


2. Increasing use of power ma- 
chinery (which in turn means larger 
output per man hour). 


3. The increase in the price level 
of goods and services. 


All these factors mean larger gross 
national product and, in turn, larger 
sales for existing corporations. It is true 
that some gross national product in- 
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crease will go to new corporations not 
in existence previously; but, by and 
large, the increased sales of existing 
corporations will be carried down to the 
income account in the form of larger 
earnings. 


Replacement Cost Higher 


On the average, there is a tendency 
for stock prices to follow net asset values 
per share. Consequently, the increase in 
net asset values over a period of years, 
caused by turning earnings in excess 
of dividends back into the business, 
tends to provide support for higher 
stock prices. But this is not the whole 
story — plant and equipment are shown 
on balance sheets at cost less deprecia- 
tion. As shown, the net plant account 
is often not an accurate picture of “go- 
ing value” of the plant and equipment, 
because of changes in the value of the 
monetary unit. This has been particu- 
larly true during the last 15 years. Be- 
cause of the rapid change in the general 
price level, corporate asset values have 
not been expressed in terms of what it 
would actually cost to replace those 
assets. If a correction for higher dollar 
values is applied to plant accounts, net 
asset values become much greater. 


Table II gives our calculation of re- 
placement cost corrected for changes in 
the purchasing power of the dollar. 


Although replacement values change 
with the purchasing power of the dollar, 
present average replacement costs are 
higher than average replacement costs 
30 years ago. It is logical to expect, 
therefore, that average stock prices 
might also be higher. 


The Trend of Interest Rates 


Still another factor which has con- 
tributed to a higher normal range for 
stock prices is the reduction in average 
interest rates which has taken place 


TABLE II 
Replacement Costs 1922-1952 
(Dollars Per Share) 


1922 __ 170.2 1937 _.. 125.5 
1923 _.. 170.0 1938 __. 130.9 
1924 __ 168.2 1939 __ 129.5 
1925 __. 172.0 1940 __ 135.2 
1926 _.. 172.6 1941 __ 147.4 
1927 _.. 174.5 1942 _... 168.7 
1928 +. 172.0 1943 __ 184.4 
1929 __ 174.0 1944 __. 192.8 
1930 __ 164.4 1945 _. 201.2 
1931 __ 146.7 1946 __. 216.0 
1932 _.. 125.0 1947 __ 252.1 
1933 _. 111.0 1948 _.. 268.2 
1934 __ 114.0 1949 _. 289.8 
1935 _.. 118.3 1950... -- 298.7 
1936 __ 118.2 1951 - 334.6 
1952 ___. 352. 2° 


during the last thirty years. Table III 
shows a yearly average of monthly in- 
terest rates for the last thirty years as 
computed by Standard & Poor’s Corpo- 


ration. 


TABLE III 
Interest Rates, High Grade Bonds— 
1922-1952 
1922 _. 5.17% 1937 ... 3.380% 
1923 _. 5.22 1938 _. 3.20 
1924 _. 5.07 1939 _.. 3.02 
1925 _. 4.93 1940 _. 2.92 
1926 _. 4.77 1941. 2.84 
1927 _. 4.65 1942 _.. 2.85 
1928 _. 4.63 1943 _. 2.80 
1929 _. 4.86 1944 2.78 
19380 _. 4.71 1945 _. 2.61 
1931 _. 4.55 1946 _. 2.51 
1932 _. 5.28 1947 _. 2.58 
1933 _.. 4.69 1948 _. 2.80 
19384. 4.14 1949 _. 2.65 
1935 _. 3.61 1950 _.. 2.59 
1936 _.. 3.34 1951 _. 2.84 
1952 _. 2.95 


If average yields on bonds are perma- 
nently lower, then it is reasonable to ex- 
pect that average yields on common 
stocks will likewise be lower. If average 
bond prices are higher in relation to 
coupon rates, then the assumption that 
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average stock prices will be higher in 
relation to earnings is not out of line. 


Normal: Combination of Influences 


Normal, as computed on a non-fore- 
casting basis, takes into consideration 
the most important factors which influ- 
ence stock prices in the long run. The 
factors, discussed previously, are com- 
bined and weighed mathematically to 
produce a unit expression of normal in 
terms of the Standard & Poor’s Indus- 
trial Stock Average. This figure is then 
converted to the Dow-Jones Industrial 
Average. 
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With these factors as a base for com- 
putation, normal should approximate 
the average level of stock prices with- 
out requiring a trend projection. If, in 
the future, earnings, interest rates, and 
replacement costs should reverse their 
respective long term trends, stock prices 
would undoubtedly fluctuate at lower 
levels. But it is also true that normal, 
as so computed, would move to a lower 
level because of its dependence on fact- 
ors which directly influence stock prices. 
Average prices for stocks, therefore, 
would continue to cycle around normal, 
insuring the plan’s profitable operation. 
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Formula Plans Should Produce 
Superior Results 


To justify use, a formula plan should 
enable the investor to “beat the market” 
in the long run. That is, the investor 
following a plan should, at the end of 
each market cycle, have larger profits 
than he would have had by using the 
buy and hold technique or a fixed 
aggressive-defensive approach. This 
should be true regardless of whether the 
long-term trend of prices is level, up- 
ward, or downward. 


A good test for a formula plan is to 
compare operating results with a plan 
calling for 100% in stocks at all market 
levels. A period of time should be se- 
lected when the market trend is level, 
so that the investor using a 100% 
approach will, at the end of such a 
period, have the same capital as at the 
beginning. The investor using a formula 
plan should have a larger capital sum. 
The amount of profit will depend on the 
type of plan used. 


Non-Forecasting Plan Tested 


The non-forecasting technique ana- 
lyzed here has been tested by the writer 
in a level trend market. Results are 
compared with a 100% buy-hold ap- 
proach. A report on procedure and re- 
sults is submitted below. 


A variable stock-bond ratio program, 
based on the relationship of the Dow- 
Jones Industrial Average to “Normal,” 
is calculated once monthly. A zone is 
established by using the current calcu- 
lation and the computation for the 
identical month in the previous year. 
Prior to October 1947, “Normal” was 
calculated once a year, as of July Ist, 
and this calculation was valid until 
June 30th of the following year. Subse- 
quent to October 1947, “Normal” was 
computed on the present basis. 


The area above and below “Normal” 
is divided into zones 10% in width. As 
the market moves from zone to zone, 
transfers are made from bonds to stock, 
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This Bank has been active in the administration of trusts 
and estates for more than 100 years. Today men and 
women, business and charitable institutions, rely on us 
for help in managing assets with a market value of 
more than $1,200,000,000. 


or vice versa, in amounts of 10%. A 
60% program (the type used in this 
test) is reproduced on page 955, based 
upon a normal used in May, 1953. 


Action points used during the period 
of the test varied from month to month 
and from year to year in line with the 
changing “Normal.” 
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For calculating the money value of 
the stock portion of the fund, the mean 
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of the monthly high-low for the Dow- 
Jones Industrial Average was used. For 


the bond portion of the fund, Standard 
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& Poor’s Monthly Average of weekly 
high-grade corporate bond prices was 
used. 


General Working Details 
of Test 


In conducting the test, the halfway 
rule was observed; that is, if the mar- 
ket was below “Normal” and rising, 
no sales of stocks were made until after 
the market had moved entirely through 
“Normal.” Above “Normal,” stocks 
were reduced by 10% for every 10% 
rise in the Dow-Jones Industrial Aver- 
age, as shown by the sample plan. Above 
“Normal,” stock requirements are stated 
on a maximum basis; for example, if a 
maximum of 30% in stocks was called 
for, and, due to a rising market this 
percentage increased to 32%, action was 
taken to bring the proportion in stocks 
to 30%. This type of balancing might 
be called intra-zone balancing. Intra- 
zone balancing is a type of balancing 
which takes place within the zone, as 
contrasted to that type of balancing 
which is initiated when the market aver- 
age moves from zone to zone and stock 
proportions are changed a full 10%. 


In a falling market, no stocks were 
purchased until the average moved be- 
low “Normal” on the down side. After 
normal penetration in a failing market, 
stock proportions were increased by 
10% for every 10% drop in the market 
average. Intra-zone balancing was also 
used below “Normal,” since stock re- 
quirements are stated on a minimum 
basis. If, for example, the Dow-Jones 
Industrial Average was in a zone which 
required 80% to be held in stocks, and 
the actual percentage was reduced to 
78% due to a falling market, then suff- 
cient purchases of stocks were made to 
bring the balance to a full 80%. 


For testing the buy-hold approach, 
the mean of the monthly high-low for 
the Dow-Jones Industrial Average was 
used. It was assumed that the fund 
maintained 100% in stocks at all market 
levels. 


Operational History Non-Forecasting 


Plan 


Profits in a formula plan are evi- 
denced at the end of each market cycle, 
that is, after a period of buying stocks 
below “Normal,” selling above “Nor- 
mal,” and then reacquiring stocks be- 
low “Normal.” The more often this 
procedure can be repeated, the greater 
the profit. 


Between 1928 and 1952, the test pe- 
riod used for both plans, there were 
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ZONE LIMITS D-J INDUSTRIAL AVERAGE 


Seventh Zone Above Normal ___..... Above 527 ___.. No Stocks 

Sixth Zone Above Normal —_ 479 — 527 ___ . 10% Maximum in Stocks 
Fifth Zone Above Normal __..-. 435 —479 __. 20% Maximum in Stocks 
Fourth Zone Above Normal __.. 395 — 435 ____. 30% Maximum in Stocks 
Third Zone Above Normal _______- 359 — 395 _._.. 40% Maximum in Stocks 
Second Zone Above Normal ___.___. 326 — 359 __.__. 50% Maximum in Stocks 
First Zone Above Normal _-.. 296 — 326 ______. 60% Maximum in Stocks 
pO he a a 288 — 296 _____. 

First Zone Below Normal ___------ 259 — 288 ____. 60% Minimum in Stocks 
Second Zone Below Normal __-._. 233 — 259 ____. 70% Minimum in Stocks 
Third Zone Below Normal ___._. 210 — 233 ___... 80% Minimum in Stocks 
Fourth Zone Below Normal ______.. 189 — 210 ____ 90% Minimum in Stocks 
Fifth Zone Below Normal ___.. Below 189 ___. 100% in Stocks 
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two full market cycles and part of two 
additional cycles. 


In November 1928, the rise in stock 
prices which had begun in 1924 was 
fairly well along, and the market was 
so far above “Normal” that no stock 
holdings were called for in the non- 
forecasting plan. This position was held 
until May of 1931, when the market 
average penetrated into the first zone 
below “Normal” and the stock position 
was increased to 60%. During 1931, 
stocks were purchased at successively 
lower points below “Normal,” until a 
100% stock position was held by 
December. 


The 100% stock position was held 
until February 1934, when the balance 
in stocks was reduced to 60%. Between 
1934 and 1936, reductions in the stock 
balance took place at _ successively 
higher levels above “Normal,” and by 
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Common Stock Fund, Inc. 


November 1936 the proportion in stocks 
had been reduced to 10%. Because the 
Dow-Jones Industrial Average did not 
penetrate through “Normal” on the 
down side until October 1941, the 10% 
position in stocks was held until that 
time. 


In the falling market of 1941 and 
1942, the stock balance was increased 
until it was 90% by July of 1942. From 
1942 to 1945, no stocks were sold, be- 
cause the market average was below 
“Normal.” In 1945, the Dow-Jones pene- 
trated the “Norma!” area on the up 
side, and stocks were reduced from 
90% to 60%. The 60% balance was 
further reduced to 50% in November of 
1945, as the market moved into the 
second zone above “Normal.” Stock 
holdings remained at approximately 
50% of the total fund through the rest 
of 1945 and most of 1946. However, in 


Prospectus on request: 


10 Post Office Square 
Boston 9, Massachusetts 


One Wall Street 
New York 5, New York 


117 South 17th Street 
Philadelphia 3, Pa. 


Fundamental Investors, Inc. 


Diversified Common Stock Fund 


Diversified Growth Stock Fund 


Diversified Investment Fund 


Manhattan Bond Fund, Inc. 
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FROM YOUR LOCAL INVESTMENT DEALER, OR 


Cleveland 
Chicago 
Los Angeles 
San Francisco 


HUGH W. LONG AND COMPANY 


Incorporated 


Westminster at Parker, Elizabeth 3, New Jersey 
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October of 1946, the market moved 
through the “Normal” zone on the down 
side, and stock holdings were increased 
to 60%. Once again, stocks were pur- 
chased at successively lower levels as 
the market moved farther and farther 
below “Normal,” until an 80% balance 
in stocks was reached in December of 
1948 and held until August of 1951, 
when stocks were sold down to 60% 
of the total fund. A 60% stock balance 
was carried to the end of the test in 
December 1952. 


Comparative Performance 


Both funds started with $500,000 in 
November of 1928, when the Dow- 
Jones Industrials averaged 274.9. The 
plans were operated continuously from 
November 1928 to December 1952. The 
non-forecasting plan altered its stock 
balance according to the level of the 
market in relation to “Normal.” The 
buy-hold plan remained 100% invested 
in stocks at all times. 


In July 1952, the Dow Jones Indus- 
trials averaged 275.9 and the value of 
the buy-hold plan fund was $502,002, 
or an increase of 0.4% over the origi- 
nal capital. The non-forecasting plan 
fund was valued on the same date at 
$840,541, or a 68.1% increase. 


Formula a Useful 
Tool 


No formula plan is perfect, but im- 
provements in technique are constantly 
being made, and the general store of 
knowledge concerning plans and their 
application is growing larger all the 
time. For example, at present our re- 
search department is developing a 
method whereby the level of taxation 
can be introduced as a factor in the 
normal calculation. The basis for this 
improvement is that the level of taxation 
may now have a very considerable effect 
on the level of stock prices. It seems 
logical to assume that the amount of 
funds seeking investment in equities at 
low tax brackets could be markedly 
different than at higher tax brackets, 
particularly so since municipal bond in- 
come is tax exempt. 


All things considered then, formula 
planning, even at its present stage of 
development, offers the average investor 
a very useful tool with which to build 
profits. Assuming that the results from 
selection are only average, a soundly 
constructed formula plan should pro- 
duce very satisfactory profits in the 
long run. 


TRUSTS AND EsTATES 


in 
W- 
The 
om 
The 
ock 
the 
The 
ted 


lus- 


02, 
igi- 
lan 

at 


im- 
itly 

of 
eir 


the 


ion 
the 
his 
ion 
‘ect 


of 
at 
dly 
ets, 
in- 


ula 

of 
tor 
ild 
om 
dly 
ro- 


the 


TES 


d 





HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 










Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 
and the characteristics and qualities of the investments of these companies. 









No responsibility is assumed in so far as compliance with this Statement 
of Policy is concerned for the employment in whole or in part of the 
index by issuers, underwriters or dealers. Principal indices for November 
28, 1952 appear in the December 1952 issue and current income returns 
based on November 30, 1953 offering prices are available upon request. 
These will soon be added to a revised short form index. 
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Base index number of 100 is the offering price on Dec. 30, 1939. 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such date and the re- 
sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies out of income earned from dividends and interest on their portfolio 
securities (excluding all capital distributions). 


COL. 17 represents fieure obtained by dividing such dividends accruing over 
the annual period ending with the stated date by the average of the twelve 
month-end offering prices ending on the corresponding date. 

CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 
distribution, if any, from capital gains or any other sources, for the current 
annual period. 

COMPANIES ORGANIZED AFTER 1939 are given an initial index number 
on the date they commence business equal to the average of all those stock 
or balanced funds in existence at the time. 





n—mnew revised series adjusted to Dec. 1939 base. 
t—plus rights. 


@ Princi index begins after 1939 base date. dividend policy. 


DecEMBER 1953 


+Ex-dividend current month. 
d—Reflects adjustment for change in interim 


**Became Balanced Fund in 1945, 
***Not included in balanced or stock average. 
****Name changed from Russell Berg Fund. 
****#*Name changed from Nesbett Fund. 
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JOWA TRUST CONFERENCE SPOTLIGHTS INVESTMENTS 


N THE ROLL CALL OF STATES WHICH 

have enacted important legislation 
on estates and trusts, Iowa has been 
singularly silent. This fact was deplored 
by Howard L. Johnson, vice president 
and trust officer of The Security Na- 
tional Bank of Sioux City, in his presi- 
dential address at the Fifth Annual 
Conference of the Iowa Corporate Fi- 
duciaries Association held in Des 
Moines on October 28. Selecting 26 uni- 
form, model and other fiduciary laws, 
which have been passed in other juris- 
dictions, Mr. Johnson revealed that only 
five of these exist in lowa. For example, 
the Hawkeye State is in the minority in 
not having common trust fund or pru- 
dent man rule legislation. One of the im- 
portant aims of the Association, there- 
fore, is to sponsor legislation beneficial 
to the public which will enable fiduci- 
aries to do a better job, Mr. Johnson 
said. 


Elected to suc- 
ceed Mr. Johnson 
as president was 
E. H. Spetman, Sr., 
vice president of 
Council Bluffs Sav- 
ings Bank. His post 
of vice president 
went to C. Ream 
Daughrity, trust 
officer of lowa-Des Moines National 
Bank. The new secretary-treasurer is 
Roland H. Tornblom, vice president and 
trust officer of City National Bank, 
Council Bluffs. 


A plea for adoption of the pending 
Constitutional amendment limiting the 
treaty-making power was made by R. F. 
Clough, president of the State Bar Asso- 
ciation and member of the law firm of 
Clough & Clough, Mason City. Senate 
Joint Resolution No. 1, approved last 
June by the Judiciary Committee, would 
make any treaty provision which con- 
flicts with the Constitution of no force 
and effect. The proposal, as explained 
by Mr. Clough, would also require legis- 
lation — valid in the absence of treaty 
— in order to make a treaty effective 
as internal law. Finally, it would grant 
Congress power to regulate all executive 
and other agreements with any foreign 
power or international organization. 





E. H. SPETMAN, SR. 


The afternoon session was opened by 
a well documented paper on the rights 
of creditors in life insurance proceeds 
under Iowa law. This paper was de- 
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livered by Noel T. Robinson, vice presi- 
dent and trust officer, Central National 


Bank & Trust Co., Des Moines. 


Practical suggestions for speeding up 
the audit and clearance of Federal estate 
and gift tax returns were offered by a 
former agent, Russell Hess, now trust 
officer of Merchants National Bank, 
Cedar Rapids. (See page 967.) 


Investment Company Shares 


Adverting to the fact that the Iowa 
Legislature has failed to respond to 
several efforts to have the Prudent Man 
Rule enacted, Harold J. Howe, of the 
Des Moines law firm of Howe & Howe, 
suggested that the necessary liberality 
in investment powers be granted by the 
will or trust agreement to a competent 
trustee. His firm favors a corporate fi- 
duciary because of its experience and 
permanence, as well as for the reason 
that a bank does its share of the work, 
whereas with an individual trustee the 
attorney often must keep records, bal- 
ance books, etc. 


Recognizing that most Iowa trust de- 
partments are small and will ever be so 
because of limited potential business, 
Mr. Howe remarked that the prudent 
man rule requires considerable judg- 
ment and skill and even at the risk of 
losing money in the early years a bank 
should hire a qualified investment offi- 
cer. At the same time, he remarked that 
if a fiduciary can invest in common 
stocks, with court approval, there is 
no reason why it cannot also invest in 
investment trust shares, citing a 1951 
ruling by a Des Moines County trial 
court approving the investment of 
guardianship money in a mutual fund. 
Although the danger of a charge of 
delegation of investment authority has 
been minimized during the past decade 
when many laws and judicial decisions 
have sanctioned fiduciary purchase of 
investment company shares, Mr. Howe 
asserted that enactment of specific au- 
thorization is of greatest importance 
and assurance to individual fiduciaries, 
charitable organizations and smaller 
banks, giving them the virtues of col- 
lective investment available to larger 
institutions through their common trust 


funds. 


After pointing out that investment 
company shares provide professional 
management, broad diversification, 
economies in collection and distribution 


of income, savings of cost for invest- 
ment advice and services, — and despite 
the loading charge incident to most 
shares — Mr. Howe concluded that the 
Iowa Supreme Court would approve 
such investments. 


Investment Forum 


Mr. Howe’s address was followed by 
a forum on trust investment practice in 
Iowa. Kenneth C. Hartman, Sr., vice 
president of Davenport Bank and Trust 
Co., expressed the view that, in the 
absence of broad authority in the instru- 
ment, the purchase of common stocks is 
questionable even though court approval 
may be secured on the strength of the 
Wiley guardianship case. He under- 
scored the previous speakers’ call for 
legislation on common trust funds and 
investment company shares, as well as 
enactment of the prudent man rule even 
if only on a partial basis. It was Mr. 
Hartman’s suggestion that the invest- 
ments in a new estate be reviewed im- 
mediately for the purpose of upgrading, 
and in this connection he observed that 
the average trust department should se- 
lect the top company in any one indus- 
try category and keep the “approved” 
list to a minimum so that adequate su- 
pervision could be given. The speaker 
sounded a caution with respect to the 
percentages to be placed in equities in 
view of the relatively short history of 
common stock investment in Iowa under 
instrument authority. The trust invest- 
ment officer, said Mr. Hartman, should 
make use of accepted investment advis- 
ory and counseling services, mentioning 
specifically the monthly Professional 
Investors Digest section of TRUSTS AND 
ESTATES. 


A second phase of the investment for- 
um was discussed by E. H. Spetman, Sr.., 
vice president of Council Bluffs Savings 
Bank, who asserted that mortgages are 
the best investment for trust accounts. 
Most of these draw 6%, he remarked, 
and are kept within ten-year maturities 
and not longer than 15. Although there 
is more work for the trust department 
in servicing mortgages, the additional 
yield is compensatory. Availability of 
trust money for mortgages also aids the 
community in construction and improve- 
ment projects. 


The final portion of the forum was 
handled by Harold P. Klein, vice presi- 
dent of Iowa-Des Moines National Bank, 
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who dealt with the place of municipal 
bonds in trust portfolios. 


Promoting Trust Business 


Trusteeship became a business largely 
as the result of the recognition of two 
facts: first, that a corporation might act 
as trustee; second, that a trustee should 
be allowed compensation for its services. 
Tracing briefly this historical back- 
ground of trusteeship, Louis S. Headley, 
of the St. Paul law firm of Morgan, 
Headley, Raudenbush & Morgan and 
former president of the American 
Bankers Association Trust Division, told 
the delegates that like any other busi- 
ness the trust business has a right to 
advertise its services. The ethical prohi- 
bition which binds the professions is 
not applicable, Mr. Headley said, be- 
cause trust institutions are corporations 
and nowhere in the law are corporations 
regarded as professional entities. 


Turning to the methods of promoting 
trust business, Mr. Headley, who retired 
a few years ago from the presidency of 
The First Trust Co. of St. Paul, advo- 
cated taking a page from the book of 
professional men who, denied the right 
to advertise, rely on good public rela- 
tions and high quality of performance. 
In addition to these fundamental ele- 
ments, however, he declared that it is 
necessary to advertise not only for the 
good of the business itself but also as a 
matter of public information. Personal 
representation is essential, too, in order 
to implement the promotional program. 


The estate planning approach is a 
proper one, in the speaker’s opinion. 
Mindful that trust companies cannot 
practice law, he observed that it is en- 
tirely proper to discuss business prob- 
lems in the light of the trust officer’s 
knowledge of the law just as, in offering 
suggested plans, he speaks out of his 
“understanding of business and invest- 
ments and human relationships and all 
else.” In the final analysis, it should be 
made plain to the customer that the 
legal consequences of any action must 
be passed upon, and all dispositive in- 
struments drawn by, a member of the 


Bar. 


Notwithstanding pleasant public rela- 
tions and an adequate volume of busi- 
ness, a trust department is doomed to 
mediocrity and failure unless it is kept 
on a sound financial basis, according to 
Mr. Headley. The only safe course is 
to make an adequate “charge in money” 
for the services rendered, not depending 
on the collateral business which the 
trust customer may give to the com- 
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mercial department of the bank. Com- 
menting on the great amount of atten- 
tion devoted in recent years to cost 
accounting, Mr. Headley questioned 
how far such accounting should be re- 
sponsible for fixing fees, his feeling be- 
ing that it merely tends to set a mini- 
mum. 


If the trust business is promoted and 
prosecuted with diligence, within the 
bounds of its strange nature, it can 
properly fulfill its important place in 
the national life, Mr. Headley concluded. 


A A A 


West Virginia Trustmen 
Hold Conference 


Members of the Trust Division, West 
Virginia Bankers Association, meeting 
in Huntington on October 17, heard 
basic questions regarding, the establish- 
ment of a Common Tryst Fund dis- 
cussed by John B. Cocke, Jr., assistant 
trust officer of the First National Ex- 
change Bank of Roanoke, Va., who 
termed the common trust fund the 
most significant advancement in the 
trust field in the past 20 years. 


“Forms for the Review and Control 
of Trust Investments” were explained 





OLYMPIC AND BEVERLY DRIVE BRANCH, 
BEVERLY HILLS 


For complete Trust service in Cen- 
tral and Southern California, Think 
First of Security-First. 140 Offices 
and Branches—from mid-state to 
the Mexican border, and through- 
out Metropolitan Los Angeles—as- 
sure on-the-spot attention to details. 


by Homer Gebhardt, executive vice 
president and trust officer of the First 
Huntington National Bank. He stressed 
the importance of “eternal vigilance” 
in investment supervision as well as the 
importance of outside judgment in the 
form of advice purchased through ser- 
vices or supplied by correspondent 


banks. 


A panel discussion on investments 
was followed by a special consideration 
of “Mineral Interests in Trust Ac- 
counts” presented by Emmons Graham, 
trust officer of the Charleston National 
Bank, who explained what a trust officer 
needs to know and to do in the manage- 
ment of this type of “troublesome” 
asset. 


A talk on “Nominee Registration of 
Securities” by R. C. Hazlett, trust off- 
cer of the Wheeling Dollar Savings & 
Trust Co., precipitated a discussion of 
the pertinent state statute and sugges- 
tions for its possible amendment. The 
Prudent Man Rule also was discussed. 
The consensus was that if the matter 
should come before the Legislature, 
trustmen would not oppose it, but they 
wanted the matter well thought through 
first. 





NATIONAL BANK 


OF LOS ANGELES 


Trust Department 


Head Office: 6th & Spring Sts. 
Los Angeles, California 
Telephone: MUtual 0211 
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ON THE PUBLICITY FRONT 


Advertising 


“THEY PRUNED THE BRANCHES AND 
INCREASED THE YIELD,” states a Citizens 
& Southern National Bank ad from At- 
lanta which pictures a tree with stores 
at the end of its branches. The accom- 
panying story is of settling an estate 
made up principally of a family busi- 
ness — a dry goods store with several 
branches. Without the husband’s salary 
the widow did not get enough profit for 
her needs, but the bank succeeded in 
selling two branches that were losing 
money. Then there was enough profit 
for the widow and business growth, too. 
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“IF YOU OWN A FAMILY BUSINESS .. . 
begins an ad from Mercantile-Safe De- 
posit & Trust Co., Baltimore, which ex- 
plains what questions should be consid- 
ered now to effectuate a good estate 
plan for the protection of this kind of 
asset. 





advises 
an ad from American National Bank & 
Trust Co. of Chicago featuring an omi- 
nous-looking hemadynamometer. The 
text states frankly that the “urgency of 
business or professional duties, plus the 
stress of personal responsibilities, is 
affecting the health of many men” and 
suggests a living trust agreement as 
one answer to the situation. 


“RELIEVE THE PRESSURE!” 


“WADE NOT IN UNKNOWN WATERS” 
quotes an ad of Pennsylvania Company 
for Banking & Trusts, Philadelphia, 
which describes what happened to 
“Gray's” estate when he substituted 
joint ownership for a will. The ad sug- 
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gests that any reader who holds prop- 
erty jointly with his wife should see his 
lawyer in order to avoid the pitfalls. It 
also offers a free folder on the subject— 


“The Man Who Handcuffed Himself.” 


“How MUCH DOES IT COST TO HAVE 
A WILL DRAWN?” asks an ad from Amer- 
ican Bank & Trust Co., Suffolk, Va. 
This question is answered in smaller 
type “Very little. Your lawyer . . . etc.” 
and then comes the big question, “How 
much does it cost NOT to have a will 
drawn?” Here the answer is specific — 
Turner’s family, $325, and Whitley’s 
family, $63,721.62. The bank offers to 
supply details on how such a thing can 
be, but it asks a final question which is 
left unanswered — “How much would 
it cost your family if you made no 
will?” 


“PLANNING A WELL-ORGANIZED Es- 
TATE’ is outlined in a current ad from 
Worcester County (Mass.) Trust Co., 
which in chart form traces these steps: 
a) arranging with lawyer to have will 
name the bank executor and trustee; b) 
what the bank does as executor; c) what 
the bank does as trustee for the life bene- 
ficiaries and d) for the remaindermen. 


THE “CONFIDENCE AND CONSIDERATION 
EXTENDED MY FATHER” mentioned in a 
letter of appreciation from the son to 
Virginia Trust Co., Richmond, provide 
the springboard for an ad explaining 
that the bank “maintained continued per- 
sonal interest and wise technical guid- 
ance year after year in managing an es- 
tate.” This ad stresses the quality of the 
service which administers “with the 
kindness and consideration of a close 
friend and guardian plus the wisdom 
that years of experience in successful 
estate management brings.” 


“For Sates MANAGERS AND OTHER 
Busy PEopLe,” who may be away from 
home three months at a time even though 
traveling by plane as pictured in the ad, 
Detroit Trust Co. suggests its trust ser- 
vices. The ad describes particularly how 
the reader can be relieved of the “day- 
to-day details of investment and real es- 
tate management,” and offers a free fold- 
er — The High Cost of Neglecting Your 
Securities — and a free booklet — Key 
to More Profit for Property Owners. 


“AN INVESTMENT SERVICE BY OUR 
Trust DEPARTMENT,” with picture of 
consultation at trust officer’s desk, en- 
titles the investment management ad re- 
cently run by Guaranty Trust Co., New 


York. The ad describes how easily the 
account can be opened or terminated, 
assures the individual of continued own- 
ership, and adds “You can specify, if 
you care to, whether investments are to 
be in common stocks, preferred stocks, 
or bonds, and in what general propor- 
tions, or we will suggest an investment 
program after consulting with you about 
your requirements.” A booklet describ- 
ing the service is offered. 


“WILL YOU BE IN TOWN AuGuST 21, 
1957?” asks an ad from Manufacturers 
Trust Co., New York, which describes 
the advantages of naming as executor 
and trustee an institution which will be 
available not only that day, but “al- 
ways.” 


Booklets 


In a new illustrated booklet — “How 
to get the most out of your investments 
. .. Common Sense on a Complex Sub- 
ject” — the public is introduced to the 





“The City Bank organization maintains one 
of the most complete, up-to-date financial 


libraries in the country ... a prime source 
of information for the bank’s research and 
investment specialists.” 


work of the investment advisory depart- 
ment of City Bank Farmers Trust Co., 
New York. “Here in brief practical 
terms is the story of how the experience, 
the varied abilities, the contacts and 
the extensive facilities” of the trust com- 
pany can be put to the customer’s 
advantage. 


The October “Trust Thought of the 
Month” folder of Public National Bank 
& Trust Co., New York, is devoted to 
problems of joint ownership, and pre- 
sented as the first of a series of brief 
discussions on the topic. After explaining 
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that when used properly, joint ownership 
can be a convenient and inexpensive ar- 
rangement, the folder states that it is 
not an adequate substitute for a will, 
may place the owner in a position where 
he can recover complete control only by 
the co-owner’s consent or death, and that 
he cannot dispose of jointly owned prop- 
erty by will. It concludes that this device 
should be used only “by the advice of 
your attorney and with your clear 
understanding of its possible conse- 
quences.” 


“Travel Trusts,” a little folder from 
the trust department of Security-First 
National Bank, Los Angeles, introduces 
a service the bank calls “today’s answer 
to the question, How can I take an ex- 
tended vacation?” 


The main features of the new trust 
plan, as described in the folder, are: Six 
months Period — the trust is revocable, 
and can be extended or discontinued at 
any time; Care of Securities — is left 
with the bank after a preliminary re- 
view, the earmarking of those which may 
require attention, and provision for act- 
ing on receipt of cable or in an emer- 
gency; Handling of Cash — is done by 
the bank in accordance with instruc- 
tions; Financial Statement — is ren- 
dered at the end of the period, with in- 
terim statement at end of 3 months, if 
requested; Distributive Plan — covers 
distribution of estate if the traveler dies 
while on trip, and provides for essential 
functions of guardian, if the traveler is 
incapacitated; Flexibility — is the same 
as other trusts as to forms of property 
and purposes to be achieved; Moderate 
Cost — depends upon nature and extent 
of property and duties agreed upon; 
Held in Confidence — like the instruc- 
tions in any other trust. 


Forums 


A three-session Women’s Finance 
Forum sponsored in Glendale by the 
First National Bank of Arizona, Phoe- 
nix, under the supervision of Bess Stin- 
son, the bank’s director of special ser- 
vices, featured talks by three bank off- 
cers. First National’s president, Hugh 
C. Gruwell, led off with a discussion of 
bank services for women, pointing out 
the departments which are helpful to 
housewives, business women and wi- 
dows. Rhes Cornelius, vice president of 
Phoenix Title & Trust Co., dealt with 
community property and joint tenancy 
and explained the rights of women un- 
der the State’s laws. The last subject — 
Future Family Protection — was pre- 
sented by the bank’s vice president and 
senior trust officer, George J. Kunze, 
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3, 
WERE SORRY! 
«.. Borry we under estimated your enthusiasm. 
+. Borry we didn't have room for all of you at our Women's 
Finance Forum. (vee unugt we echetuled axire somone } 
+». But We're Going to Make Amends! 


First, we've arranged for reprints of all the talka They sover Economica, Investments, 
Insurance, and Trusts. These reprints are now eveilable Simply drop a line te our 
Public Relations Department here at the Bank, and you'll have one shortly. 

Next, we are the names of those who requested. but 4id not get ticheta. 
‘They will be first to re-eive tickets for owr next Women's Finance Forum. 

And Finally, we are already planning our next forum to accommodate ALL who wish 
to attend, 
r Ovr Sincere Themks to all those whe attended We hope 


| ‘ scigyeh Gomtnmenl Getetten tiene tune 
nited iain aaa 


NATIONAL BANK OF DENVER 


SEVENTEENTH ANDO STOUT STREETS 


States 


Forum follow-up advertisement of United 

States National Bank of Denver, thanking 

those who attended, announcing the distribu- 

tion of printed copies of the talks, and 

promising tickets for the next forum to those 
who couldn’t get in this time. 


who gave answers drawn from his ex- 
perience to the question, “Are widows 
good businessmen?” 


The first series of Women’s Finance 
Forum meetings conducted by United 
States National Bank, Denver, in Octo- 
ber, 1953, brought an average attend- 
ance of 450. The requests for tickets — 
625 in all — exceeded the amount of 
available seating space, and the bank 
has promised those who couldn’t get in 
that they will be first to receive tickets 
at the next forum — which is already 
being planned. 


CHARTERED BY 





The sixth annual forum of American 
Trust Co., Charlotte, N. C., had separate 
meetings for men and for women, each 
attended by 200. The women were 
guests at a luncheon followed by a panel 
presentation of trust operations. A 
group of trust officers were interviewed 
in this manner by the bank’s vice presi- 
dent and trust officer B. W. Barnard. 
The men were guests at a dinner fol- 
lowed by an address on the economic 
and political background of business 
and investment operations. 


A series of Women’s Finance Forum 
meetings held at several offices of Lin- 
coln Savings Bank, Brooklyn, N. Y., 
included talks on trusts, insurance, 
home ownership and home budgeting. 


At an estate planning seminar con- 
ducted by First Westchester National 
Bank, New Rochelle, N. Y., on Decem- 
ber 5, talks were heard on “Taxes and 
the Owner-Executive” by Clifford L. 
Morse, C.L.U., secretary and director of 
agencies of the Phoenix Mutual Life In- 
surance Co. of Hartford, and on “Five 
Years’ Experience with Marital Deduc- 
tion” by Milton Young, New York at- 
torney. 


A day-long pension and profit-sharing 
seminar was conducted on November 5 
by Citizens Fidelity Bank & Trust Co., 
Louisville. In presenting the subject, 
Bart A. Brown, vice president of the 
bank, was joined by Bernard R. Mei- 
dinger of Bernard R. Meidinger & Asso- 
ciates and Dr. H. L. Seal of Morss, Seal 
& Tebbetts. 


CONGRESS 1867 


We invite your use of our Complete Banking 


and Trust Facilities 


NATIONAL SAVINGS »’ TRUST COMPANY 


BRUCE BAIRD, President 
15th St. and New York Ave., WASHINGTON 5, D.C. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


Sumner Slater and Lyston G. Jaco, 
Jr., elected trust officers; E. P. Duval 
and William Russell, assistant secre- 
taries. Formerly trust officers of 
OMAHA NATIONAL BANK, Omaha, Nebraska, Slater is a gradu- 
ate of Creighton U. School of Law. Jaco has been with Cali- 
fornia Trust since 1949 and is a graduate of the U. of Ten- 
nessee and the U. of Michigan Law School. 


Los Angeles 
CALIFORNIA 
Trust Co. 


C. Nelson Hackett retired November 
30th as vice president and trust officer, 
in accordance with the bank’s com- 
pulsory retirement program, after 
more than 32 years of service to the bank. Ralph C. Whitsett, 
Jr., vice president and trust officer, assumes Hackett’s duties. 
(Election reported in Sept. issue.) A graduate of U. of 
California with a B.A. degree in 1912, Hackett attended 
Harvard Law School. He has held the positions of vice presi- 
dent, Trust Division, American Bankers Association, and 
chairman of the Trust Division, California Bankers Asso- 
ciation. 


San Francisco 
BANK OF 
CALIFORNIA N. A. 


FLORIDA 
Miami R. A. McPheeters has resigned as vice 
SECURITY president in charge of new business. 
Trust Co. (See Lexington, Kentucky.) 


C. W. Davis, formerly trust officer 
of FLormpDA NATIONAL BANK of Jack- 
sonville, elected trust officer. 


Miami Beach 
NorTH SHORE 
BANK 


ILLINOIS 


Vernon E. Elder, local attorney, elect- 
ed assistant vice president and trust 
officer. During the last nine years he 
worked in the Federal Estate and 
Gift Tax Division of the Treasury Department in central 
and southern Illinois. 


East St. Louis 
ILLINOIS STATE 
TRusT Co. 


Mattoon A. D. Williams, vice president, suc- 
CENTRAL ceeds the late William R. Kimball as 
NATIONAL BANK president and head of the trust de- 

partment. 
KENTUCKY 


Robert A. McPheeters joined the bank 
as vice president and trust officer hav- 
ing resigned from SECURITY TRUST 
Co. of Miami. 


Lexington 
First NATIONAL 
BANK & TrRusT Co. 


LOUISIANA 


New Orleans H. C. Frederick, formerly asst. vice 
WHITNEY president, appointed trust officer; and 
NATIONAL BANK Lester E. Junge an asst. trust officer. 


TRUST NEW BUSINESS MAN 


Wanted, new businessman for Trust De- 
partment in progressive bank in large 
Texas city. Must have experience in estate 
planning, administration of estates, and 


knowledge of profit sharing and pension 
plans desirable. Give full information 
stating business and educational back- nuanien tas 
ground. 


Box H-32-2, Trusts and Estates 
50 East 42nd St., New York 17 
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TRUST SECURITY ANALYST 


Trust Department of large and progres- 
sive bank in mid-western city seeks the 
services of an analyst with ability, educa- 
tion and personality, and with general 
trust investment analysis experience. Age 
35-45 preferred. If interested please send 


Box H-311-2, Trusts and Estates 
50 East 42nd St., New York 17 
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Harry F. HAUCK 


B. A. SHEEHAN 


Rost. A. MCPHEETERS 


Lexington, Ky. Camden Philadelphia 
MASSACHUSETTS 
Pittsfield Warren I. Clark, trust officer, elected 
PITTSFIELD vice president and trust officer; and 


Richard A. Power made assistant to 
the trust officer. 


NATIONAL BANK 


NEW JERSEY 


Camden Judge Bartholomew A. Sheehan of the 
CAMDEN Camden County Court appointed vice 
Trust Co. president in charge of the trust de- 


partment, effective upon his retire- 
ment from the bench on January 20, 1954. A member of the 
Judiciary since his appointment in 1939, when he was one 
of the youngest judges ever to be named to the bench in 
New Jersey, he is now 45. Clair M. Fisher, formerly head of 
the trust department, has joined a Trenton bank. (See 
separate item.) 


Robert J. Lounsbury joined the bank 
as investment officer and will work 
closely with the trust department and 


Camden 
First CAMDEN 
NATL. BANK & 


Trust Co. with the bank’s own portfolio of in- 
vestments. 
Trenton Clair M. Fisher elected vice president 


and trust officer, and head of the trust 
department; and John J. Rogers an 
asst. trust officer. Fisher has had 26 
years’ experience in the trust department of CAMDEN TRUST 
Co., where he was trust officer in charge of the personal trust 
department. Rogers comes to First-Mechanics from BANKERS 
Trust Co., New York, where he has been a senior estate 
administrator. 


First-MECHANICS 
NATIONAL BANK 


NEW YorRK 
New York John F. Fitzgerald appointed a vice 
City BANK president in the estate administration- 


FARMERS TRUST CoO. personal trust division; Warren L. 

Murray made trust officer; William 

M .Ewing, asst. vice president; and Arthur R. Besemer, 

Normal J. Larkin, John L. Lennon, Ogden K. Myers and 
John W. Stevens made asst. trust officers. 


TRUST OFFICER 


$15,000,000 bank in Colorado College 
town close to mountains and Denver. 
25,000 population, wants Trust Officer 


capable of developing small inactive trust 
department. Excellent opportunity for 
right man. 


Box H-312-8, Trusts and Estates 
50 East 42nd St., New York 17 
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New York 
CoLONIAL 
TRUST Co. 


Christopher F. Meyer advanced to 
vice president and trust officer. 


Mrs. Margaret A. Cheney elected an 
asst. trust officer. 


Syracuse 
MERCHANTS NATL. 
BANK & TRUST Co. 


NortH CAROLINA 


B. C. Allen, Jr., named asst. trust 
officer. 


Wilson 
BRANCH BANKING 
& Trust Co. 


Temple U. He was formerly a trust officer of City National 
Bank, which merged with Central-Penn in 1952. 


Pittsburgh Elections in the trust department were 
PEOPLES First NATL. as follows: Burton S. Holmes, trust 
BANK & TrusT Co. officer in Estate Planning; Harold B. 

Smith, trust officer (from trust ad- 
ministrator) ; Edward A. Damrau, Richard W. Harmon and 

Joseph A. Richardson, asst. trust officers (formerly trust ad- 

ministrators); and William J. King to the newly created 

title of pension trust officer (formerly manager of the pension 
trust department). 


OHIO 


Wilkes-Barre 
WYOMING 
NATIONAL BANK 


Charles A. Walter named trust officer, 
and Miss Claire M. Blewitt an asst. 
trust officer. Walter formerly served 





William H. Drach made senior trust 
officer and Harry W. Niehaus a trust 
officer, subsequent to the merger of 
Western Bank & Trust Co. with Fifth 
Third, as reported in October T&E. 


Cincinnati 
FIFTH THIRD 
UNION TRUST Co. 


Edward W. Nippert, vice president and trust officer in 
charge of the trust department, elected a director, replacing 
William A. Stark who retired as a board member and was 
elected director emeritus. Nippert, who started his banking 
career in 1922, was connected with various departments until 
1927, when he became trust representative. He assumed his 
present position in January, 1949. 


PENNSYLVANIA 


Philadelphia 
CENTRAL-PENN 
NATIONAL BANK 


Harry F. Hauck elected asst. vice 
president and trust officer. In trust 
business since 1919, Hauck is a gradu- 
ate of Wharton Evening School of the 
U. of Pennsylvania, and studied law and salesmanship at 


IN MEMORIAM 


CLINTON C. DOSKEY, JR., assistant trust 
officer of WHITNEY NATIONAL BANK, New 
Orleans, Louisiana. 


WILLIAM L. HARBIN, assistant vice 
president and assistant trust officer of 
FLORIDA NATIONAL BANK, Jacksonville, 


Florida. 
30th. 


EUGENE W. KASPAR, chairman and te 
trust officer of First NATIONAL BANK, ae 
Cicero, Illinois. 


WILLIAM R. KIMBALL, president and 
head of the trust department of CENTRAL 
NATIONAL BANK of Mattoon, Illinois. 


seeresresrecssrmctnn meme 
i oe FS saa 


JOSEPH H. SHIRK, president of PERU 
TrusT Co., Peru, Indiana. 


THEODORE G. SMITH, a retired vice 
president of the HANOVER BANK, New 
York, and a former head of the Trust 
Division, American Bankers Association. 


A A A 


BANK MERGERS 


Columbus, Ga.—Effective October 24th, 
First NATIONAL BANK and the MER- 
CHANTS & MECHANICS BANK merged un- 
der the name and charter of the former, 
with combined resources of over $35 mil- 
lion. Jack B. Key is president of the new 
institution, with both C. Alex Sears, Jr., 
and James L. Holman as vice president 
and trust officer. 
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Pittsburgh & Washington, Pa.—PErEo- 
PLES FIRST NATIONAL BANK & TRUST 
Co., Pittsburgh, will take over the WASH- 
INGTON UNION TRUST CO. upon approval 
by supervisory authorities. 


Providence, R. I.—PHENIX NATIONAL 
BANK has been absorbed by RHODE Is- 
LAND HOSPITAL TRUST Co., as of October 


CHARLOTTE, NORTH CAROLINA 


A regional trust operation offering complete 
personal and corporate services 


Member F.D.I.C.—Federal Reserve System 


in various divisions of the trust de- 
partment of GrRARD TRUST CORN EXCHANGE BANK in Phila- 
delphia, and succeeds the late John R. Goode at Wyoming 
National. Miss Blewitt began as secretary to the late R. B. 
Espy, for many years trust officer. 


VIRGINIA 


Richmond 
CENTRAL 
NATIONAL BANK 


Rieman McNamara, Jr., elected asst. 
trust officer. 


WASHINGTON 


Seattle 
SEATTLE TRUST 
& SAVINGS BANK 


Seattle 
SEATTLE-FIRST 
NATIONAL BANK 


Robert R. Hunt named vice president 
in charge of public relations. 


Frank E. Jerome, hitherto vice presi- 
dent, named president to succeed Al- 
bert R. Munger as of December 31 
when the latter retires. 


£10,000,000 New Business for 
First Time 

Record figures were achieved in the 
value of new estates and funds placed 
in care of the Public Trustee of New Zea- 
land during the fiscal year ended March 
31, 1953, according to the annual report 
of G. E. Turney. It was the first year in 
which new business exceeded £10,000,000. 
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Bank Management Succession 


The management experience of the Na- 
tional Bank of Mattoon, IIl., before and 
after adoption of its present program of 
training and succession, is reported with 
clarity and candor by J. Stanley Weis — 
then president and now chairman of the 
board — in the University of Illinois’ 
Management Case Study. It describes 
the various steps by which a small bank 
solved the succession problem and built 
a management team of which Mr. Weis 
says, “It would not be stretching the 
imagination too far to foresee as much 
as fifty years of successful management 
succession evolving from this present 
team.” 


Exchange National of Tampa 
Establishes Pension Plan 


A non-contributory pension plan to 
cover all 71 employees was recently in- 
augurated by the Exchange National 
Bank of Tampa, Fla. To be eligible an 
employee must be between the ages of 
25 and 65, and must have worked at the 
bank at least a year. Normal retirement 
under the plan will be at age 65, but 
the committee may authorize retirement 
at 55. Annual payments to the fund, 
made by the bank for each participating 
employee, will equal one half of one per 
cent of the first $3,600 of salary, and one 
per cent of all over that amount. 





COMPLETE TRUST SERVICE IN 
HOUSTON AND THE SOUTHWEST 


Including Ancillary Administration 


The Second National Bank of Houston, now in 
its 46th year of service to the Southwest, is 
recognized as one of this region’s leading banks 
and as a key factor in the spectacular industrial 
development now in progress in the Gulfcoast 
area. This development has made Houston the 


South’s largest city. 


Second National is one of the most highly 
departmentalized banks in the Southwest. Its 
large and fully organized Trust Department is 
available to banks and trust companies through- 
out the nation, and to their customers, for any 
fiduciary services needed in this area. Address 
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BANK OF HOUSTON 


15 MILLION DOLLARS 


Member Federal Deposit Insurance Corporation 





DOPOD PODOPO DODD POD DPPPOODO 


: TRUST 
EMPLOYMENT EXCHANGE 





Banks seeking trust executives, and 
personnel desiring new opportunities 
are invited to make free use of this 
column, addressing correspondence 
to Trusts and Estates, 50 East 42nd 
St., New York 17, N. Y., attention 


Employment Exchange and code 


number. 


Trustman, age 31, member of Florida 
Bar, with three years experience in trust 
administration, federal taxation and new 
business, lately with large western bank, 
is available for trust position with ag- 
gressive Florida bank. 312-1 


Trust officer, 39, experience in trust ad- 
ministration, operations, taxes, invest- 
ments, and customer contacts, desires 
connection with progressive bank offer- 
ing advancement prospects. 312-2 


Security analyst, with several years 
experience in investment firm and ac- 
counting knowledge, seeks position as 
analyst or assistant to trust officer. 
312-3 


Former practicing attorney and public 
official supervising estates and trusts 
wants position as trust officer. 312-4 


Portfolio analyst, 29, six years re- 
sponsible experience, seeks position in 
training for investment counsel or ad- 
visory service of bank. 312-5 


Investment analyst, specialist on com- 
mon stocks but with diversified back- 
ground, mostly with leading trust com- 
pany, desires position capitalizing on ex- 
perience in portfolio work and judgment. 
312-6 


Assistant trust officer, attorney, 35, 
thoroughly experienced all phases of 
trust and estate administration including 
taxation and estate planning, seeks posi- 
tion as head of medium sized trust de- 
partment. 312-7 


Texas bank is looking for trust new 
business man. See ad H-32-2, page 962. 


Security analyst is sought by mid-west- 
ern trust department. See ad H-311-2 
on page 962. 


Colorado bank wants trust officer to 
develop department. See ad H-312-8 on 
page 962. 


Young man with law training and 
four years trust department experience 
seeks Florida connection, preferably in 
trust, credit or foreign department. 311-3. 


Analyst with experience in_ super- 
vision of bank, institutional and personal 
portfolio, and preparation of reviews, 
desires position. 311-4. 
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INCOME TAX 


Interest payments on life insurance 
proceeds taxable to beneficiary. Decedent 
elected settlement options on various 
policies of insurance on his life, provid- 
ing for monthly payments of interest on 
proceeds retained by company and giv- 
ing beneficiary right to withdraw 3% 
of proceeds each year. Beneficiary did 
not include interest and surplus dividend 
payments in her income; nor did she 
exercise her right to withdraw 3% of 
proceeds. Taxpayer considered her fail- 
ure to withdraw as gift of such part of 
proceeds to secondary beneficiaries. 
Commissioner assessed deficiency alleg- 
ing that payments received represented 
interest on life insurance proceeds and, 
as such, were not properly excluded 
from taxable income under Sec. 22(b) (1) 
of Code. 


HELD: Sustained. Taxpayer contended 
that right to interest plus part of pro- 
ceeds each year was, in reality, payment 
of proceeds in installments which are 
exempt from tax under Sec. 22(b)(1) of 
Code. Tax Court held that payments 
were not installments since no part of 
proceeds was paid. Mere possibility that 
beneficiary might elect to withdraw part 
of proceeds in a given year did not 
change character of payments from tax- 
able interest payments to non-taxable 
installments. Rubye R. Strauss, 20 T.C. 
No. 12, Oct. 22, 1953. 


Premium payments on life insurance 
in alimony trust are not taxable income 
to wife. Taxpayer and husband entered 
into separation agreement providing for 
creation of trust for herself and children. 
Husband was required to deposit with 
trustees $100,000 of life insurance on 
his life and pay premiums thereon. Pro- 
ceeds were payable to wife and children 
depending on their survival and remar- 
riage of wife. Commissioner assessed 
deficiency against wife contending that 
premium payments were taxable income 
to her as alimony under Sec. 22(k) of 
Code. Tax Court sustained Commission- 
er’s assessment. 

HELD: Reversed. Premium payments 
are not taxable to wife. Whether or not 
premium payments are considered ali- 
mony under Sec. 22(k), taxpayer did not 
receive income actually or constructively 
by reason of the premium payments by 
her ex-husband. Taxpayer was not the 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


beneficiary of policies and did not possess 
any incidents of ownership therein. All 
she received was expectation that she 
might realize some economic gain in fu- 
ture if she survived her ex-husband. 


Fact that Tax Court, in separate deci- 
sion, had decided that husband could 
deduct premium payments as alimony 
does not control. Deductibility of pay- 
ments is expressly contingent on recog- 
nition as alimony income, but converse 
is not true. Seligmann v. Comm., 2d. Cir., 
Oct. 19, 1953. 


Contributions to profit-sharing trust 
allowed as deductions although no fixed 
profit formula established. Taxpayer 
corporation made varying annual contri- 
butions to employee trust created for 
benefit of employees with requisite pe- 
riod of service. Contributions were irre- 
vocable and taxpayer exercised no con- 
trol over trust funds. Commissioner dis- 
allowed annual contributions to trust 
under Secs. 23(p) and 165(a), contend- 
ing that under Reg. 111, Sec. 29.165-1, 
such plan must have predetermined 
formula to ascertain annual profits to 
be shared before such contributions are 
deductible. Tax Court overruled defici- 
ency and allowed deductions. 


HELD: Affirmed. Trust in issue came 
within meaning and purpose of statu- 
tory provisions. Commissioner’s regula- 
tions should be construed to supplement 
this purpose and if in conflict, should 
be given no weight. Commissioner can- 
not make rules of substantive law in 
conflict with statute. (Lincoln Electric 
Co. Employers’ Profit-Sharing Trust v. 
Comm., 190 F.(2d) 326, followed.) Comm. 
v. Produce Reporter Co., 7th Cir., Nov. 
4, 1953. 


Deduction of rental payments to fam- 
ily trust allowed. Corporation leased 
property from unrelated landlord at 
rental of 3% of sales. Lease later was 
modified to specific rental of $22,500 for 
10 years. Subsequently general manager 
and controlling shareholder of corpora- 
tion learned that owner was willing to 
sell property. Shareholder created irre- 
vocable trust for his wife and children 
and transferred assets to trust sufficient 
to purchase property. Trustee negotiated 
with corporation with result that old 
lease was cancelled and new lease was 
entered into providing for rental of 3% 
of sales with $30,000 minimum for 25- 


year period. New lease contained options 
to rent additional floor space. Commis- 
sioner assessed deficiency against corpo- 
ration contending that additional rentals 
were not “required to be paid under Sec. 
23(a)(1)(A) of Code since corporation 
could have occupied premises under orig- 
inal lease for $22,500. Corporation ap- 
pealed Tax Court’s decision sustaining 
deficiency. 


HELD: Reversed. Increased rentals un- 
der new lease were properly deducted. 
Rentals were required to be paid and 
are deductible if cancellation of old lease 
and execution of new were bona fide and 
not collusive. Considering fact that cor- 
poration planned expansion and desired 
longer lease, rental was fair and reason- 
able. Since trustee dealt independently 
with corporation and since option was 
granted whereby corporation could rent 
additional space, it cannot be said that 
new lease was not bona fide and result 
of sound business judgment. Consolida- 
ted Apparel Company v. Comm., 7th Cir., 
Oct. 23, 1953. 


Life tenants are not liable for tax on 
capital gains. Taxpayers received shares 
of stock as gifts, each deed of gift pro- 
viding that donee should have income 
for life, with authority to manage and 
control property, and remainder at death 
to pass to surviving children. Upon dis- 
solution of corporation, in whose stock 
taxpayers had life interest, long-term 
capital gain resulted. Taxpayers filed 
personal returns, reporting capital gain, 
and fiduciary returns reporting capital 
gain and paying tax thereon. Each re- 
turn denied liability for such tax. Tax- 
payers filed claims for refund which were 
denied by collector and action was 
brought for refund of taxes paid as 
fiduciaries. 


HELD: Refund granted. Since legal 
life estate and remainder were created, 
remainderman, not life tenant, was re- 
sponsible for tax on gain to principal, 
unless it can be found that life tenant 
was, in fact, trustee for remainder in- 
terests and thus liable under Code to 
report and pay tax on gain. Court found 
that there was no intention to create 
trust and life tenants were not trustees 
and thus not liable either personally or 
as fiduciaries to pay tax on gain benefit- 
ting remainder interest. Cooke v. U. S., 
D.C. Hawaii, Nov. 2, 1953. 
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ESTATE TAX 


Foreign timber leasehold interest con- 
sidered real property without United 
States. Decedent died in Wisconsin pos- 
sessed of renewal timber leases granting 
rights to growing timber located in 
Canada. Commissioner assessed defici- 
ency against estate contending that 
value of such interest is properly in- 
cludible in decedent’s gross estate. Dece- 
dent’s executor paid tax and instituted 
suit for refund. 

HELD: Refund allowed. Under tax 
treaty with Canada, real property situ- 
ated in either country is exempt from 
tax. Whether interests relating to real 
property shall be considered as_ real 
property is determined by the respective 
taxing authority. Under laws of both 
Canada and United States rights to 
growing timber are considered real prop- 
erty and such interest located in Canada 
is not subject to Federal estate tax. 
Laird v. U. S., D.C.W.D. Wis., Oct. 31, 
1953. 


Property previously taxed is computed 
net of estate tax. Decedent’s husband 
died in 1942 leaving entire estate to de- 
cedent who paid estate tax thereon from 
her own funds. Decedent died in 1946 
still owning all property received from 
husband as well as other property. Ex- 
ecutor deducted from decedent’s estate 
total value of property included in hus- 
band’s estate and passing to wife as 
property previously taxed under Sec. 
812(c) of Code, making no allowance 
for estate tax paid by wife. Commis- 
sioner assessed deficiency contending 
that only net value of property, after 
taxes, is used to determine value of 
property previously taxed. Executor paid 
deficiency and filed suit for refund. 


HELD: Court of Claims denied refund. 
Contention of plaintiff that entire gross 
estate passed to decedent has no merit. 
Fact that estate tax was paid from bene- 
ficiary’s separate funds and property re- 
mained in her estate undiminished does 
not change basic purpose of statute to 
allow deduction only for net amount of 
property owned by decedent which was 
taxed in a prior estate. Bloedorn v. U. S., 
Ct. Cls., Nov. 3, 1953. 


Charitable deduction allowed notwith- 
standing possibility that charity might 
not get remainder. Decedent bequeathed 
residuary estate in trust for sister, 
daughter and daughter-in-law. Upon 
death of both daughter and daughter-in- 
law remainder to pass to charity. How- 
ever, if sister, age 87, should survive 
daughter and daughter-in-law, age 67 
and 68 respectively, then entire corpus 
passed to sister. Executrix instituted 
suit for refund of taxes based on Com- 
missioner’s denial of deduction for value 
of charitable remainder under Sec. 812- 
(d) of Code. 

HELD: District Court sustained claim 
for refund. Reg. 105, Sec. 81.46 provides 
that “no deduction is allowable unless 
the possibility that charity will not take 
is so remote as to be negligible.” Re- 
quirement that person, age 87, must sur- 
vive persons age 67 and 68 in order to 
divest charity was considered so remote 
as to be negligible. Dean v. U. S., D.C. 
Mass., Oct. 16, 1953. 


Unenforceable claim disallowed as de- 
duction. Decedent’s divorced wife filed 
claim against his estate which was un- 
enforceable under laws of domicile. Lo- 
cal Probate Court allowed claim, but it 
was disallowed for estate tax purposes 
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as a deduction under Sec. 812(b). Dece- 
dent’s executor filed claim for refund 
and upon disallowance instituted suit. 


HELD: Refund denied. Enforceability 
of claim was not adjudicated by Probate 
Court in adversary proceedings. Since 
parties to suit in Probate Court were 
beneficiaries of estate and since purpose 
of suit was to achieve tax benefits, ad- 
judication is not binding. Claim is not 
proper deduction. Wolfsen v. Smyth, 
D.C.N.D. Calif., Sept. 28, 1953. 


Power to terminate renders trust tax- 
able. Decedent created trusts for chil- 
dren, designating himself as trustee. In- 
come could be accumulated until children 
attained 21 and entire principal to be 
distributed when each child reached 25. 
If child died prior to distribution, re- 
mainder would have passed to child’s 
estate. Decedent retained power to term- 
inate trust and distribute corpus at any 
time. Commissioner included value of 
trust property in decedent’s gross estate 
contending that decedent retained power 
to alter, amend or revoke under Sec. 812 
(d)(2) of Code. Executors paid defici- 
ency and sued for refund. District Court 
ruled that trust was taxable in grantor’s 
estate. 


HELD: Affirmed. Fact children pos- 
sessed indefeasibly vested interests is 
not controlling. Settlor, through power 
to terminate, retained control of date 
when present enjoyment would be com- 
plete. This degree of control is sufficient 
to include principal of trust in decedent’s 
estate. Lober v. U. S., Sup. Ct., Nov. 9, 
1953. 


Charitable deduction allowed though 
conditioned on death without issue. Dece- 
dent’s will provided for creation of trust, 
one-half the principal of which would be 
payable to designated charities upon 
death of decedent’s wife and death of his 
daughter without issue living. Decedent 
had also created revocable living trust 
included in his estate which provided for 
similar remainder to charities. Executor 
deducted from gross estate value of con- 
tingent remainder interests to charities. 
Commissioner disallowed such deduction, 
but Tax Court sustained executor’s posi- 
tion holding that value of such remain- 
der could be actuarially computed as of 
decedent’s death and was properly de- 
ductible. 


HELD: Affirmed per curiam, on au- 
thority of Meierhof v. Higgins, 129 F. 
(2d) 1000 (2d Cir. 1952). Comm, v. 
Sternberger, 2d Cir., Nov. 6, 1953. 


REVENUE RULINGS 


State law construction followed for 
powers of appointment. Most State 
Courts find that a life estate with a gen- 
eral power of appointment has been cre- 
ated when a devise is made, which 3 
neither absolute nor for life, but which 
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is coupled with an unlimited power in 
the devisee to dispose of property dur- 
ing life and a limited power to distribute 
remaining property among named bene- 
ficiaries by will. Treasury Department 
has ruled that it will follow such deci- 
sions and classify such powers as “gen- 
eral” under Sec. 811(f) of Code. How- 
ever, Treasury Department will not 
apply such rule to estates located in 
jurisdictions whose state courts hold that 
a restricted power of appointment is 
created by above devise. Rev. Rul. 243, 
I.R.B. 1953-23, p. 10. 


Deductibility of executor’s commission 
and attorney’s fees for income and es- 
tate tax. Sec. 162(e) of Code allows de- 
ductions for executor’s commissions and 
attorney’s fees for income tax purposes 
only if they have not been “claimed or 
allowed” as deductions for estate taxes 
under Sec. 812(b). Until expenses claim- 
ed on estate tax return have actually 
been allowed, executor can elect to use 
amounts as deductions for income tax. 
Thus election to claim expenses for es- 
tate tax is revocable until deduction is 
allowed. In such case deduction can be 
claimed for income tax by filing requis- 
ite statement and waiver. However, once 
election is made to deduct for income 
tax purposes by filing statement and 
waiver, deduction cannot be transferred 
to estate tax return. Rev. Rul. 240, I.R.B. 
1953-23, p. 6. 


A & A 
Sells Stock for Taxes 


In a recent letter to all employees and 
shareholders of Minnesota Mining & 
Manufacturing Co., executive committee 
chairman A. C. Bush stated frankly, “I 
do not want to sell 3M Stock, but I 
have to do so to prepare to pay taxes.” 


“My experience with the handling of 
estates after death,” he wrote, “has 
caused me to believe that, if possible 
to do so, estate planning while a person 
is alive not only creates a guide for the 
estate executors to follow but in the 
case of my wife and me, where our hold- 
ings are largely 3 M, the conversion of 
a part of our holdings into cash at a 
time when conditions are reasonably 
stable should be a protection to the 
other shareholders which should _pre- 
vent throwing on the market a large 
block of 3 M stock which could depress 
the market if conditions generally might 
be unfavorable. The income tax on the 
profit of shares sold and the high estate 
tax. both of which are bordering on 
being confiscatory under present Fed- 
eral and State tax code, makes it neces- 
sary in sound estate planning to sell 
a part of our 3 M stock which I very 
much regret to have to do.” 
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Speeding Tax Audits Through Well Prepared Returns 


Suggestions for preparing Federal 
estate and gift tax returns to help speed 
the audit and clearance were made at 
the recent Iowa Trust Conference by a 
former agent, Russell Hess, trust officer, 


Merchants National Bank, Cedar Rapids: 


1. In listing real estate, state in a 
few words how you arrived at the re- 
turned value; i.e., by sale, inheritance 
tax appraisal, private appraisal, opinion 
letters. Attach copies of appraisal or 
letters. 


2. In stocks and bonds, follow Bu- 
reau practice of returning them at aver- 
age of high and low, bid and asked. 
Be sure to return accrued interest and 


dividends. 


3. In returning closely held stocks, 
arrive at a value by computation and 
formula, if possible, and attach compu- 
tation, or affidavits, etc. to the return. 
The revenue agent then has something 
concrete and may go along with your 
value. 


4. On notes returned at less than 
face and interest, a brief statement as 
to why they are discounted will help. 


5. Where you are claiming insur- 
ance as part of marital deduction, and 
the question hinges on terms of the 
option settlements, attach copies of same 
to return. The revenue agent will ask 
for them if you do not, with resulting 
delay. 


6. If you claim insurance is not in- 
cludible in the estate because others 
owned policies and paid premiums, have 
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your evidence. If not attached to return, 
it will at least save time on field audit. 


7. Attach copies of trust agreements 
where you show gifts in trust in Sched- 


ule G. 


8. Computation of property previ- 
ously taxed is mechanical, although 
somewhat involved. Agent can check it 
without field audit. Biggest source of 
trouble and delay is proof of identity. 
Attach this to return, either accounting 
or affidavits, wherever possible. 


9. Careful review of deductions will 
eliminate some unallowable ones, and 
will more often result in additional ones 
you can claim. 


10. Many returns are held up and 
a deficiency tax has resulted as a result 
of misunderstanding of what is deduct- 
ible under Net Losses During Admini- 
stration. This must be a casualty loss, 
uninsured, and not deducted by estate 
or beneficiary as income tax loss. 


11. Assuming you know all the 
technical details of marital deduction, - 
and have made computation, attach 
copy of same to return. The revenue 
agent will check it, and if it is correct 
as to result you may avoid field audit, 
or delay in completing field audit. 


12. In routine cases, and where you 
wish to close and distribute estate, ex- 
ecutor should file request for early au- 
dit, statement of tax liability, and re- 
lease from personal liability for execu- 
tor under Section 825 (a) of Code. 
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WHERE THERE'S A WILL 


GENERAL JONATHAN M. WAINWRIGHT, 
hero of Corregidor, left an estate of 
$103,170 plus life insurance in the 
amount of $27,500. To his son he be- 
queathed $1,000 and a number of memen- 
tos, including “my framed telegrams 
from Presidents Franklin D. Roosevelt 
and Harry S. Truman, with framed pen 
used by General MacArthur in signing 
the Japanese surrender instrument” eight 
years to the day prior to the famed sol- 
dier’s death. Apart from other keepsakes, 
the residue of the estate is placed in trust 
with Frost National Bank of San An- 
tonio, to pay Mrs. Wainwright a mini- 
mum of $350 per month, and not to ex- 
ceed such additional sum as in the trus- 
tee’s discretion is reasonably necessary 
to insure her care, support and general 
welfare, payments to be made out of 
principal or income. Upon Mrs. Wain- 
wright’s death, the remaining principal 
will bes paid over to their son. 


The will, which names the bank as in- 
dependent executor (which frees it from 
court supervision other than probate of 
the will, filing of the inventory and list- 
ing of claims), directs that the trust shall 
be administered in accordance with the 
Texas Trust Act as amended, and if the 
Act should be repealed, its then pro- 
visions are to govern the future admin- 
istration. Exceptions relieve the trustee 
from ever giving bond and from the 
restriction against selling from one trust 
to another. Also, the fiduciary is always 
to have the broad investment powers con- 
templated by the Act at the time the will 
was executed. 


As compensation for its “customary 
and ordinary” services as trustee, the 
bank is to receive % of 1% annually on 
principal; up to $50,000 and % of 1% 
on the excess, chargeable to income or 
principal or both, with a minimum an- 
nual fee of $100. A closing fee of 1% 
is also provided, as well as reasonable 
compensation for “extraordinary or un- 
usual services.” 


ARTHUR BLOCH, SR., former president 
of a leading Philadelphia department 
store, N. Snellenberg & Co., left an estate 
conservatively estimated at $500,000. 
Taking full advantage of the marital 
deduction for estate taxes, Mr. Bloch’s 
will gave to his trustees, free of all death 
taxes, such part of his estate which, 
“when added to the value of the inter- 
ests which would otherwise comprise the 
‘marital deduction’ allowable . .. will 
aggregate fifty percentum of the ‘ad- 
justed gross estate’... as finally deter- 
mined upon the audit of the federal estate 
tax return.” 


In addition to receiving the income for 
life, Mrs. Bloch may request the trustees 
to distribute up to $7,500 annually from 
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principal, any unused portion not to be 
carried over. The principal remaining at 
her death is to be paid over as she ap- 
points by will or instrument delivered to 
the trustees during her lifetime. In the 
event she does not exercise this power 
of appointment, the will contains the un- 
usual but pertinent direction to the trus- 
tees to pay to Mrs. Bloch’s personal 
representatives an amount equal to the 
estate taxes allocable to the then prin- 
cipal of the marital deduction trust as 
part of her estate, unless her will ex- 
pressly provides otherwise for the pay- 
ment of those taxes. 


The principal passing in default of 
exercise of the power of appointment is to 
be added to the trust created out of the 
residuary estate. Mrs. Bloch is also the 
lifetime beneficiary of this trust income, 
minus, however, such amounts as the 
trustees — other than the testator’s son 
— may apply for the maintenance, edu- 
cation, support or welfare of the latter’s 
children during their minority. The son 
may ask the trustees to pay over to him 
from principal up to $100,000 for a 
business venture approved by the trus- 
tees. Similar provisions continue for the 
life of the son and then his named widow 
until her death or remarriage; there- 
after to the son’s issue. To come within 
the rule against perpetuities, the trust 
is to terminate on the death of the last 
survivor of Mrs. Bloch, the son and his 
children living at the date of the testa- 
tor’s death. The principal then will be 
distributed equally among the issue on 
the principle of representation. The ex- 
ecutors and trustees are Mrs. Bloch, a 
friend and The Pennsylvania Company 
for Banking and Trusts. 


RUSSELL S. SPRINGER, engineer and in- 
ventor, who until his retirement in 1925 
was vice president of the Holt Manu- 
facturing Co., predecessor of the Cater- 
pillar Tractor Co., left an estate of nearly 
$4 million. The bulk of the estate will go 
to Mr. Springer’s alma mater, the Uni- 
versity of California, including trusts of 
$200,000 to promote research in medicine 
and $50,000 for scholarships in mechan- 
ical engineering. 


The list of bequests to 112 friends, in 
amounts ranging from $500 to $5,000, is 
prefaced by the following: “My friend- 
ships, many existing and lasting from 
boyhood, have always meant much to 
me, So as a token of my affectionate 
regard and esteem to some of those who 
are still living and who in the past 
have in sundry ways, added to the 
pleasure and enjoyment of this life, I 
give and bequeath the sums... ‘Cast 
thy bread upon the waters: for thou 
shalt find it after many days.’” Wells 
Fargo Bank & Union Trust Co. of San 


Francisco was named executor and trus- 
tee of the nine trusts created by the 
will. 


ERSKINE RAMSAY, engineer widely 
known for his accomplishments in coal 
mining and forty inventions which led 
to mining of a higher grade of coal, 
divided his estate of $3 million equally 
among 36 persons by a will executed in 
1938. The shares of any of the 26 nieces 
and nephews who predeceased him were 
to be paid to their respective descendants, 
whereas the portions of other legatees 
who may have died before the testator 
were to lapse and thereby reduce the 
number of shares. The legacy of any 
niece or nephew who has not attained 
the age of 30 is to be held in trust by 
The First National Bank of Birming- 
ham, Al., which is also appointed execu- 
tor of the will. 

In a first codicil, Mr. Ramsay directed 
the executor not to dispose of his in- 
terest in certain leased coal lands within 
20 years of his death unless the other 
owners thereof did so. This instrument 
authorized the bank as trustee to ad- 
vance principal for any beneficiary in 
a case of actual necessity, provided this 
would not defeat the objective of retain- 
ing the aforementioned interest or any 
other asset which the trustee thought 
should be retained. Modifying the will’s 
plan in this respect, this codicil requires 
the executor-trustee to report at a quar- 
terly meeting on the administration of 
the estate to a committee of three or four 
beneficiaries selected by the bank. AI- 
though the fiduciary is to give weight to 
their views, its decision is to be final. 


Two codicils executed in 1951 provide 
for two employees of Mr. Ramsay. One, 
his valet-chauffeur for over 50 years, is 
to receive the income for life from a trust 
of such amount as the executor deems 
sufficient to produce $200 monthly in- 
come. Any actual deficiency is to be made 
up out of principal, the remainder of 
which falls into the residue. For the 
other — the testator’s secretary for more 
than a quarter of a century — the execu- 
tor is directed to purchase a life annuity 
of $200 a month. 


A A A 


Justice Hughes Left 
Million Dollar Estate 


The late Chief Justice Charles Evans 
Hughes of the United States Supreme 
Court, left an estate of $1,234,516 ac- 
cording to the inventory filed in New 
York Surrogate’s Court. 

The inventory revealed that $1,101, 
748 of the estate was invested in gov- 
ernment and municipal bonds. There was 
only one holding in a private corpora- 
tion — $39,078 in stock in Julius Gar- 
finkel & Co., Washington, D. C. depart- 
ment store — and one piece of real estate, 
a vacant lot on Staten Island appraised 
at $800. 
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CURRENT LITERATURE NOTES 


Books 


An Estate Planner’s Handbook, Sec- 
ond Edition 


MAYO ADAMS SHATTUCK & JAMES F. 
FARR. Little, Brown and Co., Boston. 610 pp. 
$10.75. 


The late Mayo Shattuck, one of the 
outstanding trust authorities of this gen- 
eration, returns to life in this fitting 
monument to his memory, co-authored 
and completed by his law partner with 
the assistance of a “team.” While much 
of the material is familiar to one who 
has read Mayo Shattuck’s writings over 
the past decade and a half, even to him 
it proved profitable perusal for one rea- 
son if no other: this volume presents a 
philosophy of estate planning, not trans- 
latable into a few words or sentences, 
that will endure beyond the life of any 
tax law now on the books. 


In his foreword, Mr. Farr points out 
the major distinctions of the new edi- 
(1) illustrative forms of actual 
instruments; (2) a completely rewritten 
tax section; (3) a discussion of the mari- 
tal deduction (which was enacted just 
about the time the first edition was pub- 
lished) ; (4) more intensive consideration 
to business insurance trusts. 


In the first chapter, the authors de- 
scribe the roles of the respective estate 
planning team members: lawyer, under- 
writer, trustman, accountant. The first 
is nominated as captain, although it is 
recognized that many attorneys demon- 
strate “gross inadequacy either in con- 
ference or in instruments.” One might 
have hoped for a more definite “modus 
operandi” when confronted with this 
problem. The chapter continues by trac- 
ing a pattern of estate planning from the 
young man through the business or pro- 
fessional man in his prime to the person 
of wealth. In the early stages, for exam- 
ple, life insurance will be the main asset, 
although government bonds and shares 
in “well-seasoned” investment companies 
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are also considered desirable. On the ex- 
tent of suggested coverage, even some 
insurance men have questioned the ability 
of a man with $10,000 income to pay 
premiums on $50,000 of life insurance. 
Nevertheless, it is in the sections of this 
opening chapter that some of the most 
fruitful philosophy is gleaned. 


Following a brief chapter on getting 
the facts, the book explores in detail 
the virtues and application of life insur- 
ance in family and business plans. The 
traditional pros and cons of setting up 
the proceeds under the optional settle- 
ments or in trust are carefully and im- 
partially weighed, with the answer de- 
pending on the circumstances of the case. 
For example, where the options might be 
selected for the wife as primary bene- 
ficiary, an insurance trust might be in- 
dicated for the children as contingent 
or successor beneficiaries. Those who ad- 
vocate business insurance trusts as the 
sole solution to every closely held busi- 
ness interest may not take kindly to the 
authors’ suggestion that this may not 
always be true. However, the factors that 
determine the issue are so well outlined 
that reasonable men could not differ with 
that conclusion. This chapter also con- 
tains brief discussions on keyman, acci- 
dent and health insurance, and insurance 
as a combined investment and protection. 


Chapter IV implements one of the 
cardinal points in Mayo Shattuck’s estate 
planning philosophy: the use of the re- 
vocable living trust as a major disposi- 
tive device. Here are examined the three 
main legal questions of (1) validity as 
non-testamentary transfer; (2) valid- 
ity of pour-over from will to living trust; 
(3) validity as against creditors of the 
grantor. 


Chapter V takes the reader step by 
step through the structure of a typical 
will. The next chapter goes into the fam- 
ily provisions of the document. The last 
sentence of this chapter is worth quot- 
ing: “No provision is to be placed in the 


instrument unless the estate planner 
knows exactly what it means in law and 
in fact.” (italics supplied) 


In Chapter VII, the considerations in 
selecting fiduciaries to administer the 
plan are spelled out in clear detail. For 
the average family plan, the best ar- 
rangement, the authors say, is the ap- 
pointment of a board consisting of a 
member of the family (bewaring of tax 
problems), the business or legal ad- 
viser of the family and a corporate fidu- 
ciary. (One wondered at this point why 
Mr. Shattuck failed to include the latter 
in his own plans.) 


The next chapter traces the develop- 
ment of trust investment powers to the 
present widely adopted prudent man rule. 
Of particular note is the suggestion that 
trustees be empowered to retain invest- 
ment counsel. 


It is not until Chapter VIII that one 
comes to a full-scale discussion of tax- 
ation in estate planning. The pace slows 
here somewhat with a review of technical 
and fundamental tax principles, which is 
nevertheless useful as a refresher to the 
“expert” and valuable to the neophyte. 
Continuing on the tax angle is the next 
chapter on the marital deduction, which 
sets forth concisely the rules for quali- 
fication. One of the most helpful com- 
ments is the point that in some given 
situations, involving substantial sums, 
there is a great struggle to achieve the 
maximum deduction with a potential dif- 
ference of a mere $2,000 in taxes. Also, 
the importance of state death taxes is 
often overlooked in setting up a plan to 
qualify for the marital deduction. The 
various methods of expressing the mari- 
tal deduction are explained. Remarking 
that some draftsmen have been reluctant 
to use the tax formula clause for gaining 
the maximum reduction, the writers ob- 
serve that in large part the objections 
are more technical than substantial. 


Chapter X discusses the conflict of 
laws principles and their effects on 
estate plans, with suggestions as to when 
and how to cover the question. 


The final chapter highlights some gen- 
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eral faults in estate planning and a num- 
ber of specific pitfalls to be avoided. Here 
is real practical advice for the planner. 


There follow 200 pages of forms and 
comments, with a caveat at the foot of 
each left-hand page (the right sets forth 
the comments) that “forms have value 
only as suggestions — no form is au- 
thoritative.” 


In another appendix, there is a clause 
by clause annotation of the prudent man 
rule of investment. 


This review far exceeds in scope the 
notes ordinarily published in this column. 
It is hoped that the memory of the man 
and the final fruits of his labor have 
justified the extended treatment. 














First Choice for 
Trust Service 


in Missouri 


The St. Louis Union Trust 
Company engages only in the 
trust business. It does no bank- 
ing business. It accepts no depos- 
its subject to check, It is the 
largest stockholder of the First 
National Bank in St. Louis, 
with which it is affiliated. It is 
the oldest trust company in 
Missouri. 


It administers a large volume of 
trust business and operates on 
the efficient ‘‘staff and line’ 
plan. Every estate and trust re- 
ceives the personal attention of 
the administrative or “‘line’’ 
officer to whom it is assigned. 
These officers are backed up by 
staff departments, such as our 
investment analysis and re- 
search departments, two separate 
tax departments, real estate de- 
partment, close corporation 
department, etc. 


We suggest consideration of our 
Company for ancillary service 
in Missouri or where recommen- 
dations are to be made to people 
moving from other states to 
Missouri. 


“Trust Service Exclusively” 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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Money Magic in Chemical Stocks 


WALTER K. GUTMAN. Investors Advisory In- 
stitute, Inc., New York City. 278 pp. $15.00. 


As a widely known Wall Street re- 
search associate, the author sketches the 
past, present and future of the chemical 
industry with an enthusiastic brush. 
And who can claim, in the face of his 
statistical exhibits of industry growth, 
that waiting for low buying points in 
business cycles compares with the prin- 
ciple of buying sound stocks of well- 
managed companies in growing indus- 
tries at almost any time? Mr. Gutman’s 
documentation of past capital growth 
and his vision of the chemical] industry’s 
glowing future does not end there;-he 
also tells the man in the street how to 
look for, recognize and do something 
about making an investment in chemical 
companies producing materials in gen- 
eral use and how to evaluate these oppor- 
tunities. 


Mr. Gutman is a forthright and elo- 
quent spokesman for his chosen field and, 
in addition to an informative summary 
of the background and economics of this 
group, he furnishes detailed analyses of 
more than two dozen companies. If chem- 
icals intrigue you, you will be more deeply 
convinced of their profit possibilities and 
if not, you will still wonder at the 
wealth of data, interestingly presented, 
which the author has compiled in this 
most useful study. 


Investment Of Life Insurance Funds 


DAVID McCAHAN. Univ. of Pennsylvania 

Press, Philadelphia 4, Pa. 320 pp. $3.75. 

This volume of the Huebner Founda- 
tion series presents lectures by eminent 
specialists in the several fields of life 
insurance investment and offers a com- 
prehensive coverage of industry require- 
ments, together with an appraisal of its 
social and economic contribution. Each 
subject is presented by an experienced 
insurance specialist or university profes- 
sor and the whole compiled and edited 
under the direction of the Excutive Di- 
rector of the Huebner Foundation. A 
valuable guide to students or institutional 
investment managers in other lines as 
an illustration of application of invest- 
ment principles to specialized require- 
ments. 


Taxwise Telephone-Engagement 
Handibook 


Box 7274, Philadelphia 1, Pa. $3.98 and $7.95 
plus tax. 


Here is a new record keeper de- 
signed for professional men, executives 
and salesmen, to keep a better record of 
tax deductible household and entertain- 
ment expenses. In the book can be re- 
corded not only phone numbers and daily 
engagements (particularly those involv- 
ing entertainment expenses), but also 
charitable contributions, taxes paid, do- 
mestic payroll figures, or medical ex- 
pense. 


CURRENT ARTICLES 


Profit-Sharing Retirement Trust Too 
Little Used as Means of Accumulating 
Estate, by Donald R. L. Franklin: 
Journal of Accountancy, Nov. (270 Madi- 
son Ave., New York 16; 75¢) 


Judicial Treatment of Testamentary 
Dispositions to Amendable and Revocable 
Inter Vivos Trusts, Note: Virginia Law 
Review, Oct. (Clark Memorial Hall, 
Charlottesville, Va.; $1.25) 


Attachability of Spendthrift Trust 
Beneficiary’s Interest in Satisfaction of 
Tort Claims, Note: Notre Dame Lawyer, 
Summer (Box 185 Notre Dame, Ind.; $1) 


Life Estates with Power to Consume — 
Drafting Considerations, Note: Ibid. 


Valuation of a Business Interest, by 
Harold A. Shircliffe: Journal of C.L.U.’s 
Sept. (3924 Walnut St., Philadelphia 4; 
$1.50) 


Partnership Buy-Sell Agreement: Out- 
line and Check List, by Stuart A. Mon- 
roe: Ibid. 

Taxation of Life Insurance and An- 


nuities in Exempt Plans, by George D. 
Webster: Ibid. 


Recent Changes in Statutory Rules 
against Perpetuities, Comment: Cornell 
Law Quarterly, Summer (Ithica, N. Y., 
$1.25) 


Meeting the Six Goals of Executive 
Compensation, by J. K. Lasser & Meyer 
M. Goldstein; Dun’s Review, June and 
July (90 Church St., New York 8) 


Survey of Statutory Changes in North 
Carolina in 1953 (including administra- 
tion of estates and wills): North Caro- 
lina Law Rev., June (Chapel Hill; $1.25) 


A A A 


PROCEEDINGS OF ESTATE PLANNING 
CONFERENCE 


The November issue of the Mississippi 
Law Journal contains the complete pro- 
ceedings of the Estate Planning Confer- 
ence conducted at the University on May 
1 and 2 this year. It includes lectures on 
the estate tax (gross estate and deduc- 
tions), the gift tax, life insurance and 


inter vivos trusts in estate planning, ad- | 


vantages of the corporate fiduciary, audit 
of tax returns, presentation and exect- 
tion of the plan, and probate of the will. 
Among the nine lecturers were such na- 


tionally known figures as Joseph Tracht- | 


man and William J. Bowe. 


Copies may be obtained for $1.50 from 

Law Journal at University, Miss. 
A A A 
Back Issues Wanted: 

In connection with the forthcoming 
50th anniversary of T&E, we have need 
of the issues of January through June 
1916 (when the magazine was known 4s 
Trust COMPANIES). We will pay $2.00 
each for any of these copies. 
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RECENT FIDUCIARY DECISIONS 


CHARITABLE TRusTs — Bequest for 
Crippled Children Not Indefinite 


New Mexico—Supreme Court 
In re Mill’s Will, 260 P. (2d) 1111. 


The following provision appearing in 
decedent’s will: “All the balance of my 
estate *** I give and devise unto de- 
formed and crippled children in such 
manner as my executors may arrange 
for.” On a petition by executors for de- 
claratory judgment construing the will, 
it was 


HELD: The trust created is not too 
indefinite or uncertain. A trust may be 
charitable even though it may benefit the 
wealthy as well as the poor. It must 
be presumed that trustees of charitable 
trust will perform their duties. 


CHARITABLE BEQUESTS — Identity of 
Charity and Procedure 


Maine—Supreme Judicial Court 
Estate of Knapp, 149 Me. 130. 


The will directed that, after payment 
of 10% to a certain charity, the balance 
of the residue be divided between two 
charitable institutions. One of these or- 
ganizations was named the “Society for 
Prevention of Cruelty to Animals” and 
the Probate Court found that a society 
of that name existed on a State-wide 
basis in another County and decreed dis- 
tribution to it. There was a Petition to 
re-open the decree which was denied by 
the Probate Court and on appeal, with 
the Superior Court Justice sitting as the 
Supreme Court of Probate, the decree of 
the Probate Court was affirmed. Excep- 
tions were taken to the Law Court for 
refusal of the appeal court to annul or 
re-open the decree of distribution, alleg- 
ing fraud on the Court, insufficient ad- 
missable evidence and that no extrinsic 
evidence was admissible to ascertain the 
intention of the Testator. 


HELD: The Supreme Court of Probate 
had properly determined the question of 
identity and sustained the distribution. 
Fraud had not been shown, extrinsic 
evidence was admissable under the cir- 
cumstances and the terms of the will 
had been carried out. The exceptions were 
overruled. 


CONFLICT oF Laws — Charitable Re- 
mainder Valid Under Law of Situs 
Although Domiciliary Law Invali- 
dated Bequest 


Texas—Supreme Court 
Toledo Society for Crippled Children v. Hickok, 


261 S.W. (2d) 692. 

Hickok, a resident of Ohio, died testate 
owning Texas lands. During his life he 
had made a contract to convey the Texas 
lands to a corporation which was formed 
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before his death. This contract was incor- 
porated in Hickok’s will and specifically 
bound his legal representatives. Will left 
his estate in trust, with the income pay- 
able to named individuals for 20 years, 
remainder to named charities. 


Section 10.504-5, General Code of Ohio, 
invalidates testamentary charitable gifts 
unless the will was executed at least one 
year prior to the death of the testator, 
and the Ohio courts held that the re- 
mainders to charities were not good and 
that Hickok’s heirs-at-law were entitled 
to the remainder of the trust at the end 
of the 20-year period under the laws of 
descent and distribution since Hickok died 
less than a year after the execution of 
his will. Texas has no such statute. 


The petitioners, charitable institutions 
named in the will, sued in Texas to up- 
hold the will as to the gifts over to 
charities of the Texas lands. 


HELD: The Texas law applies to the 
Texas lands. Texas will not apply the 
doctrine of equitable conversion to defeat 
the gift to the charities even though 
equitable conversion may be used to char- 
acterize the Texas land as movable prop- 
erty and the gifts over to the charities 
are good. 


Texas is not compelled by the full faith 
and credit clause of the Constitution to 
enforce a legislative policy of Ohio con- 
trary to the policy of Texas. Choice of 
the Texas law is less likely to produce 
unnecessary confusion and cannot result 
in the State of the situs giving effect to 
a policy of domiciliary State when the 
latter would not reciprocate in a converse 
situation. Nor does the result reached 
complicate the administration of the 
trust. 


The fact that the will directed that the 





lands be exchanged for corporate stock 
“does not change the fact that, on 
Hickok’s death, what passed for the bene. 
fit of the petitioners and others was the 
interest in the minerals in Texas.” 


CONFLICT OF LAws — Right of 
Forced Heir Under Law of Testa- 
tor’s Domicile Defeated by Testa- 
tor’s Election To Have Will Gov- 
erned by New York Law 


New York—Surrogate’s Court, New York Co, 
Matter of Cook, 123 N.Y.S. (2d) 568. 


The decedent, a United States citizen, 
died domiciled in Cuba leaving a will in 
which he gave all his property to a New 
York trustee to pay the income to his 
wife for life with the direction that the 
will was to be construed according to New 
York law. A special guardian for his 
only son contested on the grounds that 
by the Civil Code of Cuba the son was 
entitled to two-thirds of the estate. 


HELD: The law of New York governs. 
Sec. 47 of Decedent Estate Law affords 
residents of other jurisdictions a means 
of escaping restrictions on the testamen- 
tary disposition of property imposed by 
the law of their own domiciles, when the 
estate is subject to control of the New 
York court, when a New York fiduciary 
has been selected, and New York is 
chosen as the governing law. 


DISTRIBUTION — Adopted Child In-~ 
herits From, not Through, Parents 
— Place of Adoption Immaterial 


California—District Court of Appeal 


Estate of Kruse, 120 A.C.A. 336 (Sept. 17, 
1953). 


Minnie Shipman, adopted daughter of 
John Kruse, a predeceased brother of the. 
intestate Lena Kruse, claimed as an 
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heir of Lena under Probate Code Section 
225, which provides that if the decedent 
leaves neither issue nor spouse nor a 
parent his estate goes to his brothers and 
sisters and the descendants of deceased 
brothers and sisters. Mrs. Shipman 
claimed as a descendant of John. 


HELD: Decree determining she is not 
an heir affirmed. An adopted child in- 
herits from his adopting parents but 
does not inherit through them from their 
relatives. The fact that claimant was 
adopted in Nebraska does not affect her 
rights of inheritance in California fur- 
ther than to determine her status as an 
adopted child. Her right of inheritance 
depends upon the law of California. 


DISTRIBUTION — Undisposed of Prop- 
erty Goes to Heirs Despite Disin- 
heritance Clause 

California—District Court of Appeal 

Estate of Dunn, 120 A.C.A. 374 (Sept. 18, 

1953). 

Mrs. Dunn in her will declared her in- 
tention to exclude from any share in her 
estate any children, grandchildren or 
other descendants of herself and her de- 
ceased husband except as expressly pro- 
vided. In a later clause she gave the 
residue to a friend who was not a rela- 
tive. The friend died before testatrix. 
The appellant nephews contended that 
because grandchildren were disinherited, 
the nephews would step up into the pre- 
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ferred position which the grandchildren 
would occupy if there had been no dis- 
inheritance clause. 


HELD: The grandchildren prevail. 
The residuary gift having failed, the 
property became intestate and would go 
to the nearest heirs at law unaffected by 
the attempted disinheritance. 


GUARDIANSHIP AND WARD— Require- 
ment of Necessity or Convenience 
in Case of Fourteen Year Old 
Minor 

California—Supreme Court 

Guardianship of Kentera, 41 A.C. 653 (Oct. 

27, 1953). 

Richard Kentera, fourteen years of 
age, petitioned for appointment of his 
grandmother as guardian of his person. 
His mother contended that there must be 
a showing of necessity or convenience to 
justify the appointment of a guardian. 


HELD: Order sustaining the mother’s 
position and denying the petition af- 
firmed. The Court lays down the follow- 
ing rules: 


1. Sufficient cause (necessity or con- 
venience) must exist to warrant the ap- 
pointment. 


2. If sufficient cause is found to ex- 
ist, the Court must determine whether 
the nominee merits approval. 


3. The fact that a fourteen year old 
minor is given the right to petition for 
a guardian does not eliminate the need 
for showing necessity or convenience. 


4. After such showing has been made 
to the satisfaction of the Court, a dis- 
tinction arises between minors fourteen 
years old and over, and those under four- 
teen. Such showing by the fourteen year 
old gives him the right to have his 
nominee appointed if found by the Court 
to be a suitable person. 


5. Where a minor owns property, 
that fact is ordinarily sufficient to justify 
an appointment and the preference of 
the minor, if fourteen years old, pre- 
vails over objection by any person, in- 
cluding the parent, if the nominee is 
found suitable. 


In the present case the lower court 
found that there was no necessity for a 
personal guardian and that finding was 
approved on appeal. 


JOINT TENANCY — Existence of Con- 
structive Trust not Proved Where 
Bonds Issued in Joint Name 

Michigan—Supreme Court 
Potter v. Lindsay, 337 Mich. 404. 
Plaintiff, as administrator of the Es- 
tate of Mabel Miller, brought a pro- 
ceeding in equity to procure War Savings 

Bonds from defendant, Katherine Lind- 

say, the surviving joint owner thereof. 

Decedent and her husband Hugh had ac- 

quired $24,000 of War Savings Bonds. 

The defendant was a niece of Hugh Mil- 

ler. During his last illness, she had ad- 

vised Mrs. Miller on business matters 
and after Mr. Miller’s demise she often 
accompanied Mrs. Miller on business er- 
rands and generally was kind to her and 
attended to her wants. Mrs. Miller told 
others of these kindnesses and indicated 
that she intended to place the War 

Bonds in the joint names of herself and 

the defendant. Less than a month after 

her husband’s death she had the War 

Bonds reissued in their joint names. 

Shortly thereafter Mrs. Miller died. 


The principal claim made by Mrs. 
Miller’s administrator is that since the 
parties were not related by blood and 
since Mrs. Miller furnished the full con- 
sideration for the bonds involved and 
had no legal duty or responsibility to the 
defendant, the legal inference or pre- 
sumption was that a resulting or con- 
structive trust came into being, and the 
burden was on the defendant to prove 
otherwise. After a decree for defendant 
in the lower court, plaintiff appeals. 


HELD: Affirmed. No resulting or con- 
structive trust arose in favor of the 
plaintiff under the facts of the case, as 
there was no fraud, actual or construc- 
tive, or any equitable principle which 
would give rise to such a trust. Mrs. 
Miller, in the exercise of her own free 
will and under no undue influence, had 
the bonds reissued with full knowledge 
of the consequences of her act, and a 
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court of equity has no power to set it 
aside. The plaintiff under such circum- 
stances cannot validly claim unjust en- 
richment or unmerited reward as a 
ground for a resulting or constructive 
trust. 


PERPETUITIES — Duration of Trust 
for Named Persons — Termination 
Denied 


Washington—Supreme Court 
Kendall v. Kendall, 143 Wash. Dec. 385. 


In 1938, John and Frances Kendall 
transferred their controlling stock in- 
terest in a company to their three chil- 
dren, Frank, Homer and Jean, as trus- 
tees for the benefit of the three children 
and four grandchildren. The trustees 
were directed to vote the stock as a 
unit, and not to sell or transfer any 
shares until (a) the stock is sold in one 
block, or (b) the company is finally li- 
quidated, or (c) merged with some other 
company. The three children are to re- 
ceive the net income and in the event of 
the death of any son or daughter, the 
share of the income of the deceased child 
is to be used for the benefit of his or her 
specifically named children. 


When the stock has been liquidated in 
the manner provided, the trust is to be 
divided into three shares, as follows: 


(1) Share for Frank and his chil- 
dren. One-half of his share is to be paid 
to Frank if living, otherwise held in trust 
for his children. The other half of this 
share is to be divided into as many por- 
tions as there are children of Frank 
living, and the income used for their 
benefit and the principal distributed to 
them, half as they respectively attain 
the ages of thirty years, and half at 
thirty-five years. 


(2) Share for Homer and his son 
John. One-half of this share is to be paid 
to Homer if living, and if not, added to 
the trust for his son John. The other half 
is to be held in trust for John, and the 
income used for his benefit. The principal 
is to be distributed to John, one-half at 
age thirty, and one-half at age thirty- 
five. 


(3) Share for Jean and her daughter, 
Marian. The income is to be paid to 
Jean until her daughter attains the age 
of 21, when the share is to be divided 
into two equal parts, the income of one 
part to be paid to Jean for life, with 
power to invade principal, and upon her 
death, the remainder is to be added to 
the part held for Marian. The other part 
is to be held in trust for Marian, and 
the income paid to Marian with power 
to invade principal, and the principal is 
to be paid to Marian, one-half at age 
thirty and one-half at age thirty-five. 


The stock is still held by the trustees, 
and the three children of the trustors are 
living. John, one of the grandchildren, 
having attained age thirty, brought this 
action to compel the trustees to sell the 
stock and distribute to him one-half of his 
share of the corpus. The trustors inter- 
vened, alleging that the trust is void, in 
violation of the rule against perpetuities, 
and asked that the stock be returned to 
them. A demurrer was sustained to the 
complaint in intervention, and the trial 
court ordered that the stock be sold so 
that the distribution could be made to 
John. 


HELD: Affirmed in part and reversed 
in part. No violation of the rule against 
perpetuities was alleged in the complaint 
in intervention. All parties are agreed 
that the trust is for the sole benefit of 
the three children and the four grand- 
children of the trustors, all of whom are 
named in the instrument. When no term 
for the duration of the trust is explicitly 
set by the trustors, the Court will con- 
strue the trustors’ intent to be that the 
trust will endure for the period necessary 
to accomplish the objectives of the trust. 
The corpus vests when the trust ter- 
minates. Since all of the corpus must 
necessarily vest upon the death of the 
survivor of the seven named beneficiaries, 
there is no violation of the rule against 
perpetuities. The trust terminates and 
the corpus vests within lives in being and 
twenty-one years thereafter. 

The trustors intended to continue con- 
trol of the corporation in the family, so 
long as the trustees desired it. It was 
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not contemplated that one of the grand- 
children could compel the sale of the 
stock. The Declaration of Trust fixes no 
time for the sale of the stock. None of 
the grandchildren is to receive any in- 
come until the death of his parent, nor 
will any of them receive any portion of 
the trust corpus until the stock is sold. 
The judgment directing the trustees to 
sell the stock is set aside. 


PoweErs — Limitations — Power to 
Lease Property Implied and Court 
Order Unnecessary 


Colorado—Supreme Court 

Estate of Clayton; Denver Trustee v. Park Hill 

Golf Club, Inc., 259 Pac. (2d) 617. 

Clayton died in 1899, leaving a will 
by which he left property to the City 
of Denver in trust for the purposes set 
forth in the will. The City of Denver 
passed ordinances accepting the trust 
and setting up the Clayton trust com- 
mission, specifying its authority and 
duties. The Clayton trust commission in 
1946 leased property belonging to the 
trust to the golf club and expenditures 
were made by the club in improving the 
property pursuant to the lease. The City 
of Denver then filed suit to declare the 
lease null and void on the grounds (1) 
that the trust commission had no power 
to execute it, and (2) that it was not 
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made under the direction and approval 
of the probate court. 


HELD: (1) The trust having been 
accepted by the City of Denver, and the 
City of Denver having passed ordinances 
accepting the trust and creating the 
Clayton trust commission, it cannot now 
take the position that its ordinances were 
not good, and that the Clayton trust com- 
mission was not properly set up and did 
not have the power contained in the 
ordinances. The city is estopped to chal- 
lenge the validity of its own ordinances. 
The lease having been made pursuant 
to the ordinances by the Clayton trust 
commission is valid. 


(2) Where the power to sell or lease 
is given in the will under which the 
trustee acts, it is not necessary to ob- 
tain an order of court approving a lease. 
The trustee had implied power to lease. 
Having the power to lease, it is not 
necessary for the trustee to obtain speci- 
fic approval of the probate court of a 
proposed lease, and this lease is, there- 
fore, valid without approval of the pro- 
bate court. 


REVOCATION — Reserved Power of 
Amendment or Revocation Must 
be Exercised in Strict Conformity 
with Terms 


Massachusetts—Supreme Judicial Court 


Phelps v. State Street Trust Co., 1953 A. S. 
803, Nov. 5, 1953. 
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Settlor of an inter vivos trust re- 
served the power to amend or revoke it 
in whole or in part “by an instrument 
in writing acknowledged and delivered 
to the trustees.” He made three amend- 
ments, all delivered to and accepted by 
the trustees. The first two, however, were 
not acknowledged by him. The benefi- 
ciaries filed a petition to have the validity 
of the amendments determined. 


HELD: Only the last amendment was 
valid. A trust, once created, cannot be 
revoked or altered except by a reserved 
power to do so, which must be exercised 
in strict conformity to the terms. The 
requirement of acknowledgment meant 
acknowledging before a_ public officer 
authorized to take acknowledgments. It 
was not wholly for the benefit of the 
trustees and could not be waived by 
them. 


SPOUSE’S RIGHTS — Effect of Prop- 
erty Settlement Agreement on 
Right to Claim Under Will 


California—District Court of Appeal 


Estate of Hadsell, 120 A.C.A. 351 (Sept. 17, 
1953). 


Hilda and Herbert Hadsell made a 
property settlement agreement providing 
that neither would oppose the probate of 
the other’s will; that neither would at 
any time assert any interest as heir at 
law or otherwise to any property de- 
vised by such will, or against the estate 
of the other if the other died intestate. 
Hilda died first, leaving a will by which 
she bequeathed all her estate to Herbert. 
The will appointed no executor. Hilda’s 
mother objected to the appointment of 
Herbert as administrator with will an- 
nexed on the ground, presumably, that 
he could not take under the will. 


HELD: Order sustaining the mother’s 
objections reversed. Unless a property 
settlement agreement specifically re- 
nounces the right, it does not estop a 
surviving husband or wife to take under 
the will of the other. A relinquishment 
of rights by the wife in her husband’s 
estate was not inconsistent with the hus- 
band’s will executed before the agree- 


ment leaving the property to her. The 
effect of the agreement was simply to 
leave each spouse free to devise his or 
her estate as the decedent saw fit. 


SPoOUSE’s RIGHTS — Election of Sur- 
viving Second Spouse to Take 
Against Will Not Barred by Sep- 
aration Agreement 


New York—Surrogate’s Court, Westchester Co. 
Matter of Lewis, 123 N.Y.S. (2d) 859. 


In 1927 the decedent made a will be- 
queathing his residuary estate in trust 
for the benefit of his wife during her 
life. In 1937, he entered into a separation 
agreement which provided that he pay 
his wife $6,000 a year and agreed to 
leave his 1927 will unchanged. Also in 
1937, his wife obtained a divorce, and 
the decree incorporated the provisions 
of the separation agreement. The de- 
cedent remarried and his second wife 
elected to take against the will. 


HELD: The right of election is subor- 
dinate to the claim of the former wife 
as a creditor (for $6,000 a year). But 
the right of the widow to take against 
the willl is paramount to that part of 
the separation agreement which denied 
the decedent the right to change his 
will. 


SPOUSE’s RIGHTS — Husband and 
Wife May Not Change Order of 
Descent by Contract after Mar- 
riage 

Texas—Court of Civil Appeals 

Corgey v. McConnel, 260 S.W. (2d) 99. Re- 

hearing denied. 

Decedent’s wife, Lucille, applied for 
partition and distribution of the separate 
property of her deceased husband, who 
died intestate, owning Texas real proper- 
ty as his separate estate. Lucille and 
decedent had separated January 10, 1950, 
after two years of marriage, and on that 
date they entered into an agreement par- 
titioning the community property, in 
which Lucille acknowledged that dece- 
dent had owned the separate property at 
the time of their marriage, and that she 
“has and claims no interest therein by 
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reason of payment of any indebtedness 
thereon or otherwise.” The agreement 
specifically provided also that it might 
be filed as a property settlement in a 
divorce suit to be instituted. 


HELD: Lucille is entitled to her in- 
testate share of the separate property 
owned by decedent at the date of his 
marriage. A husband and wife cannot 
alter the legal order of descent by con- 
tract made during marriage, and a mar- 
ried woman cannot by post-nuptial con- 
tract debar herself from taking, in case 
her husband dies intestate, her interest 
in the separate property he owned at 
the time of their marriage. 


The entire contract is void as tending 
to promote divorce, and even the parti- 
tion of the community was invalid; but 
Lucille asked for none of the community, 
so no holding is made on this point. 


TAXATION — Estate & Inheritance — 
State Tax Not Collectible on Inter 
Vivos Trust in Another Jurisdiction 


Missouri—St. Louis Court of Appeals 

State of California ex rel. Houser v. St. Louis 

Union Trust Co., 260 S.W. (2d) 821. 

Deceased had in 1936 executed a trust 
indenture naming defendant company as 
trustee. The trust was of such a nature 
that the trust estate was subject to 
Federal estate tax and California in- 
heritance tax. Deceased died in 1945, a 
resident of California. At that time the 
trust constituted the bulk of her estate 
and was held by the defendant company 
in Missouri. Her will was probated in 
California and her estate there was suf- 
ficient only to pay the Federal estate tax 
and a part of the California inheritance 
tax. The State of California brought this 
action in Missouri to collect the defi- 
ciency in payment of inheritance tax. 
Judgment was for the plaintiff in the 
trial court. 


HELD: Reversed. There should be no 
absolute bar to extra-territorial suits by 
states to collect any or every type of 
tax from former residents. However, in 
this case the right to levy an inheritance 
tax was inextricably bound up with a 


prescribed statutory remedy available 
only in California. When a legislature 
so ties together a right and a remedy it 
is impossible for courts of any other 
state to exercise jurisdiction. This was 
not a suit on a foreign judgment. Cali- 
fornia court records were used merely 
as evidence. 


WILLs — Construction — Proceeds 
of Adeemed Property Pass as Inte- 
state Asset 


Illinois—Appellate Court 
Tuttle v. Murphy, 351 Ill. App. 250. 


Decedent executed a will in 1942 be- 
queathing all of the residue of her per- 
sonal property, after payment of her 
debts and funeral expenses, to three 
named daughters in equal shares, and 
devising her farm to her eight children 
in equal shares. Prior to her death in 
1951 she sold the farm, distributed the 
bulk of the proceeds among her children 
and retained the remaining proceeds un- 
til her death. 


Certain children of the decedent 
brought a construction suit against the 
three daughters mentioned above, who 
also were the executors of the will, ask- 
ing that the proceeds from sale of the 
farm retained by the decedent until her 
death be distributed as intestate proper- 
ty. The three daughters asked that the 
bill be dismissed because under the will 
they were given all of the personal prop- 
erty owned by their mother at her death. 


HELD: Such sale proceeds are to be 
distributed as intestate property. While 
it is the general rule that a will speaks 
from the death of the testator, for the 
purpose of ascertaining the testator’s 
intention the will speaks from the date 
of its execution. When she drew her will 
decedent intended to give the personal 
property which she then owned to her 
three named daughters and to divide the 
farm equally among her eight children. 
There is nothing in the clause of the will 
disposing of decedent’s personal property 
to indicate that she intended to give her 
three named daughters her entire estate 
to the exclusion of her other children. 
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WILLs — Construction — Stamp Col- 
lection not Included in “Personal 
Effects” 


New Jersey—Superior Court 
In re Armour’s Estate, 99 A. (2d) 374. 

The testator died owning stamp col- 
lection valued at $54,135. Having made 
no specific bequest thereof, executors 
sought construction of will to determine 
whether stamp collection passed to lega- 
tee of household personalty, to legatee 
of decedent’s personal effects or to resi- 
duary estate. 


HELD: Stamp collection determined 
to be part of residuary estate. Legacy of 
paintings, silver, household goods, etc. 
to daughter described property in de- 
tail. Such description could not include 
stamp collection. Common meaning of 
words “personal effects” could not in- 
clude stamp collection in legacy to 
brother. Words mean such tangible prop- 
erty as is worn or carried about person. 
Thus, without specific bequest, stamp 
collection is part of residuary estate. 


A A’A 
Adopted Children “Lawful” 


Effective January 1, 1954 in New Jer- 
sey, with respect to any will or other 
document executed thereafter, an adopted 
child is to be deemed the lawful issue of 
the adopting parent unless the instru- 
ment provides otherwise. This rule is 
established by Ch. 264, Laws of 1953. 
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INSURANCE 


Need a specialist? 


O YOU NEED A TOP-RANKING expert in the 
integration of insurance with estate and 


business problems? 
Call your Connecticut General representative. 


Whether you are a trust officer, an attorney 
or an accountant, he is a good man to have at 
your conference table. 


His training and experience in the broad 
field of personal and estate insurance, business 
insurance and pensions can be of value to you 


in planning the accumulation or distribution 
of an estate. 


For more detailed information, write to 
Connecticut General Life Insurance Company, 
Hartford, Connecticut. 


LIFE... ACCIDENT... HEALTH 
Group INSURANCE AND PENSION PLANS 
Pension TRrRusTS...ANNUITIES 


Connecticut General 
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